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PROBLEMS WITH THE E-RATE PROGRAM:
WASTE, FRAUD, AND ABUSE CONCERNS IN
THE WIRING OF OUR NATION’S SCHOOLS
TO THE INTERNET—Part 3

WEDNESDAY, SEPTEMBER 22, 2004

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ENERGY AND COMMERCE,
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS,
Washington, DC.

The subcommittee met, pursuant to notice, at 10 a.m., in room
2123, Rayburn House Office Building, Hon. Joe Barton, (acting
chairman of the subcommittee) presiding.

Members present: Representatives Stearns, Bass, Walden, Rog-
ers, Barton (ex officio), Deutsch, and DeGette.

Also present: Representative Bono.

Staff present: Mark Paoletta, majority counsel; Tom Feddo, ma-
jority counsel; Peter Spencer, majority professional staff; Jaylyn
Jensen, majority professional staff, Michael Abraham, legislative
clerk; David Nelson, minority counsel; and Jessica McNiece, minor-
ity clerk.

Chairman BARTON. The subcommittee will come to order. Today,
we are continuing a series of hearings by the Oversight and Inves-
tigations Subcommittee of the Energy and Commerce Committee
on problems with the E-Rate program, waste, fraud, abuse con-
cerns in the wiring of our Nation’s schools to the Internet.

We are going to have three panels. The first panel is a panel of
Federal officials responsible for overseeing the program, approving
the program, and monitoring compliance with the regulations for
the program. Our next two panels consist of officials of local school
districts and various private vendors and consultants who have as-
sisted those districts in applying for and using funds within the
program.

This hearing is going to resume our focus on problems with the
front end of the E-Rate process, the critical area of the program
where applicants must take certain required steps to plan and
choose the products and services that they wish E-Rate to support.
Failure to take the right steps at the beginning of the process can
result in wasteful spending, if not fraud and abuse, when the E-
rate funds begin to flow.

This hearing will also resume the subcommittee’s examination of
a bid-rigging conspiracy involving a large vendor, NEC BNS, which
affected E-rate applications in a number of school districts around
the country. In late May of this year, the NEC pled guilty to con-
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Ec,‘piriélg to eliminate competition in E-rate projects and also to wire
raud.

This past July, we examined this conspiracy largely in connection
with the San Francisco Unified School District. We heard about a
fraudulent $50 million application that passed the normal approval
process and was thankfully eventually stopped because one key in-
dividual, that district’s superintendent, took responsibility and
turned down the questionable funding and launched an internal in-
vestigation. In that case, because of that superintendent’s respon-
sible actions, E-rate funds did not flow into the conspirator’s hands.

In contrast, we are going to look at a couple of districts where
the superintendents did not stop the questionable funding, where
E-rate funds were expended, and we will examine how the school
districts abdicated their duty to responsibly manage the people’s
money.

Four of the witnesses in connection with the topic today declined
to appear voluntarily. Therefore, this committee had to issue sub-
poenas last week to command their presence and testimony. Among
those that we had to subpoena that are here today are the super-
intendent of the Ecorse Michigan Public School District, Dr. Emma
Epps, and the former facilities director for Ecorse, Dr. Douglas
Benit. Both of these school officials can help us, if they will, under-
stand how Ecourse became involved with NEC BNS and how they
developed plans to spend E-rate funds, including spending on goods
and services that were ineligible for E-rate discounts.

We also have Mr. Quentin Lawson, the executive director of the
National Alliance of Black School Educators, NABSE. He can ex-
plain how NABSE assisted school districts with their E-rate plans
and how NEC BNS became involved with these plans.

We have also issued a subpoena to Mrs. Judith Green, an E-rate
consultant and former employee of VNCI, a now defunct company
that supplied E-rate gear to school districts through NEC BNS. Al-
though U.S. marshals were not able to serve Mrs. Green to com-
mand her appearance at our July hearing, she has been success-
fully served this time, and we have provided her another oppor-
tunity to explain what she knows about the NEC BNS conspiracy.

A well-run E-Rate program requires a high degree of account-
ability on the part of applicants, vendor participants and the man-
agers of the program, both at the Universal Service Administrative
Company, or USAC, and the Federal Communications Commission,
the FCC. There are many key questions we must address on this
front. For example, how do we ensure that school districts have
done their homework, as the program requires, and have planned
and decided what they need from E-rate before they choose ven-
dors? How do we ensure that the competitive bidding for goods and
services has been conducted properly and truly is competitive? How
do we ensure that vendors and consultants do not insinuate their
advice inappropriately in this process?

To help us answer these questions, another aspect of this hearing
involves a case where about 20 school districts applied for a total
of $500 million in E-rate support but were rejected for the funding
by USAC, the E-rate administrator, because they did not select E-
rate goods and services competitively. The year before this massive
rejection, the El Paso Independent School District, which is the
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seventh largest district in Texas, applied for and received E-rate
discounts using the very same methods later identified by the FCC
as undermining the competitive process.

It is notable that El Paso E-rate support increased by some $64
million in a single year. In other words, it went from around $4
million 1 year to around $67 million, I believe, the next year when
it deployed this strategy to use a single vendor as a so-called stra-
tegic technology integrator for the purposes of E-rate work. El
Paso’s public request for this integrator made clear that the district
had not yet determined what goods and services it would seek on
E-rate applications, thus suggesting that the winning vendor would
become closely involved in the subsequent E-rate planning process.

The success of El Paso’s funding request appears to have influ-
enced school district decisions around the region the very next
year. In other words, the word got out that there was easy money
to be had. Those districts that decided to implement a strategy
similar to El Paso’s fortunately, for the taxpayers, were later re-
jected because the strategy did undermine competition.

We will hear from the vendor that served El Paso as the inte-
grator, IBM, about its role in the process today. We will also hear
from several of the school districts and from other witnesses who
can shed light on how the process unfolded. I am hopeful they can
explain how the public came to be so poorly served.

What happened in El Paso and in the other districts will provide
for this subcommittee a window into the program setup, the quality
of planning by school districts and the impacts on price and eligi-
bility of services when competition is not able to flourish. Through-
out this review, I have remained very troubled by the performance
of the FCC and USAC at actually rooting out waste, fraud, and
abuse. They are supposed to be guardians of the public trust. In
many cases, in my opinion, they have failed to adequately dis-
charge their oversight responsibility. These case studies today will
further illuminate problems that we found within their oversight of
the program. The pace and scope of program reforms have been, in
many cases, too little and too late.

Finally, and more fundamentally, I have serious concerns about
why the FCC set up the program this way in the first place. From
the evidence emerging from the series of hearings, this program
needs wholesale restructuring.

With that said, I look forward to hearing from the USAC and the
FCC as well as the numerous other witnesses at this hearing
today. I look forward to getting clear answers so that we can do
our job as the oversight committee to reform the program, so that
the public trust is not squandered. I want to welcome all of our
panelists and, with that, I would recognize the distinguished rank-
ing member of the subcommittee, Mr. Deutsch of Florida, for any
opening statement which he wishes to make.

Mr. DEuTsCH. Thank you, Mr. Chairman, for recognizing me for
the purpose of making an opening statement. As you are aware,
the opportunity to make opening statements, which has long been
recognized in the Committee on Energy and Commerce on a bipar-
tisan basis as a member’s right, was denied members on Wednes-
day, September 15. Before proceeding with my initial remarks, let
me note that next Congress, regardless of who is in the majority,
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members will have an opportunity to debate and vote on the seri-
ous break with committee precedent and tradition. In the interim,
I strongly urge that committee precedent and tradition be re-
spected. Again, I want to thank you for recognizing me for this
opening statement this morning.

Mr. Chairman, I commend you for holding this hearing and the
investigation that has led up to today’s inquiry. The E-Rate pro-
gram has far-reaching consequences and is among those that deter-
mine the economic health and security of this Nation for years to
come. Congress enacted the E-Rate program to assure that all of
our children have schools and libraries that connect to the Internet.
Seven years and over $15 billion later, the program has not yet
achieved that goal.

In fairness, there has been some marvelous success stories. In
those instances where competent administrators have combined E-
rate funds with other funding sources and good planning, they
have produced classrooms where first graders do Powerpoint pres-
entations and third graders forecast weather. Unfortunately, this is
clearly not the norm.

Mr. Chairman, this subcommittee has a history of exposing
waste, fraud and abuse in Federal programs. We have usually been
able to proceed on a bipartisan basis because it is in the interest
of everyone to expose and halt such practices. In this investigation,
the subcommittee has unfortunately hit the trifecta. Our first hear-
ing focused on waste—$100 million spent in Puerto Rico for high-
speed Internet, yet the two computers per school were connected to
the Internet via dial-up modems provided from local funds. All E-
rate funds were wasted. Our second hearing focused on fraud. NEC
Corporation paid $20 million in fines and pled guilty to criminal
charges involving bid-rigging of an E-rate contract in San Francisco
and elsewhere. Local officials stopped the fraud from coming to fru-
ition in San Francisco. Two of the school districts where NEC and
its co-conspirators fraudulently obtained funds will be part of to-
day’s hearings.

This hearing really focuses on abuse of the program. One of the
premier technology corporations, IBM, devised schemes to appro-
priate virtually all of the funds available for wiring 30,000 schools
and school districts in the country to a handful of school districts
that agreed to become strategic partners with that company in use
of E-rate funds. In 2002, school districts listing IBM as a primary
vendor submitted applications totaling about $1 billion in costs to
wire the internal connections in a handful of school districts.

The applications were modeled on its, “success,” in El Paso,
Texas where IBM managed to spend $69 million the year before to
supply those schools with equipment and services that far exceeded
the ability of the district to effectively utilize them. This gold-plate
equipment was installed without the necessary discussions and
teacher trainings. Much of it has gone unused. A prime example is
the $27 million spent on a help desk that the extent that such
funds might have been eligible for E-rate funds largely duplicated
the warranties that should have come with the installed equip-
ment. That desk operated for only a couple of months and provided
no present-day benefit for the school children of El Paso.
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Mr. Chairman, you and your staff have indeed documented how
a program that was enacted to serve such an important goal has
been derailed by incompetent administration, greedy vendors and
in some cases ill-prepared local school officials. The IBM case study
demonstrates once again how this program that is supposed to ben-
efit our children has been captured by vendors whose only interest
is fattening their own pockets. E-rate was designed to close the dig-
ital divide, to close the gap between those children whose parents
could afford to provide them with a computer connected to the
Internet at home, whose community schools taught them how to
utilize the unlimited information available on the World Wide Web,
to make a place for themselves in this increasingly technologically
depeéldent economy and those Americans who are not so advan-
taged.

It is these children, the children of America’s hardworking fami-
lies whose jobs have been lost to competition from cheap foreign
labor who must access the new technology if they have any hope
of being part of the economic future of this country. And this coun-
try can ill-afford to be a Nation divided between the competitive
and the ill-equipped. Look forward to the testimony.

Chairman BARTON. I thank the distinguished ranking member of
Florida for that opening statement. Before he recognizes the vice
chairman, I'd just like to take a point of personal privilege to point
out that the Chair held the start of this hearing for 15 minutes so
that the distinguished ranking member could be here to give that
statement.

Mr. DEUTSCH. I thank you.

Chairman BARTON. And we have honored the tradition of open-
ing statements on both sides in every hearing this committee has
done this year except one when it was the chairman’s judgment
that the political implications of that particular subject did not rise
to the requirement that the opening statements tradition should be
honored. So if we can keep the purpose of the hearings and the leg-
islation under consideration to be constructive, there won’t be any
restrictions on opening statements.

And with that, the Chair would recognize the distinguished vice
chairman of the subcommittee, Mr. Walden of Oregon, for an open-
ing statement.

Mr. WALDEN. Thank you, Mr. Chairman, and thank you for your
work on this and many other issues. Today, as you said, we will
continue to explore a critical issue with respect to our oversight of
the E-Rate program, and that is how well does the application
process ensure that applicants have taken the appropriate steps to
choose the most cost-effective E-rate goods and services? This is a
central issue with this program. Weaknesses upfront in the appli-
cation process, be it the planning or the competitive process, to
choose the goods and services for E-rate support paves the way ei-
ther to effective educational enhancements, as envisioned for the
program, or to the waste and abuse of limited resources.

Incentives really matter. When a program is designed to provide
recipients and applicants access to others’ money, there is a power-
ful incentive to buy more than is needed. And when tens of millions
of dollars are at issue, there is a very powerful incentive to spend
wastefully. To prevent such wasteful spending, the program must
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deploy measures that enhance the incentives that ensure efficient
and effective spending for schools and libraries.

At today’s hearing, we will approach this from several perspec-
tives. We will continue to look at the impact of the NEC BNS con-
spiracy we heard testimony about this past July and the involve-
ment of certain schools in this mess. We will also focus on the plan-
ning and decisions by school districts that pursued a procurement
method advertised as useful for, “maximizing,” E-rate funding.

And we will hear today about school districts’ obligations to do
their homework so that what they ask for can be put to use. I am
interested to learn more from our witnesses about the burdens of
planning and also about the ways to plan properly so that districts
don’t bite off more than they can chew. I am interested to learn
how we can strengthen the incentives to plan properly. I would also
like to learn if efforts to improve certifications on the applications
are sufficient for this task. Planning is essential. Also essential is
to know the rules and understand what is necessary for a competi-
tive process to flourish.

We will hear today about a case where competition did not flour-
ish and where it appears that school districts really did not fully
plan out what they needed for the program. The result was tens
of millions of dollars of questionable spending in one poor school
district. In another school district, the result was an application
that asked for more than what the district really needed. Fortu-
nately, the district took subsequent steps to scale back the request,
but I am not sure that is what normally happens.

What is the responsibility of the vendor in these situations? De-
spite a powerful incentive to sell and do business, vendors must
play by the E-rate rules as well. So today we will be able to learn
about the responsibilities of vendors in this process and whether
the requirements and rules are clear and sufficient to ensure that
vendors participate appropriately.

One of the foremost issues we must address is accountability.
Today, we will hear about accountability from all parties—the
school districts, the vendors, and the agency charged with over-
seeing the program—and I think this is critical for our oversight
of this very important program. So I look forward to welcoming the
witnesses, and I would especially like to thank the efforts made by
Charles Tafoya of El Paso Independent School District who will
join us by video conference link today. We appreciate his efforts, es-
pecially given the last minute complications in his plans to attend
the hearing.

Thank you, Mr. Chairman, and I will yield back whatever time
remains.

Chairman BARTON. We thank the gentleman of Oregon for that
opening statement and recognize the gentleman of Michigan, Mr.
Rogers, for any opening statement he wishes to make. The gen-
tleman yields.

The Chair would ask unanimous consent that all members of the
subcommittee not present have the requisite number of days to put
their opening statements formally in the record. Without objection,
so ordered.

[Additional statement submitted for the record follows:]
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PREPARED STATEMENT OF HON. GREG WALDEN, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF OREGON

Thank you, Mr. Chairman. Today we will continue to explore a critical issue with
respect to our oversight of the E-rate program. And that is: how well does the appli-
cation process ensure that applicants have taken the appropriate steps to choose the
most cost-effective E-rate goods and services?

This is a central issue with this program. Weaknesses up front in the application
process—be it the planning or the competitive process to choose the goods and serv-
ices for E-rate support—paves the way either to effective educational enhancements
envisioned for the program or to the waste and abuse of limited resources.

Incentives really matter. When a program is designed to provide recipients and
applicants access to other people’s money, there is a powerful incentive to buy more
than is needed. And when tens of millions of dollars are at issue, there is a powerful
incentive to spend wastefully.

To prevent such wasteful spending, the program must deploy measures that en-
hance the incentives that ensure efficient and effective spending for schools and li-
braries.

At today’s hearing we will approach this from several perspectives; we will con-
tinue to look at the impact of the NEC-BNS conspiracy we heard testimony about
this past July, and the involvement of certain schools in this mess; we will also
focus on the planning and decisions by school districts that pursued a procurement
method advertised as useful for “maximizing” E-rate funding.

We’ll hear today about school districts’ obligations to do their homework, so what
they ask for can be put to use. I'm interested to learn more from our witnesses
about the burdens of planning, and also about the ways to plan properly so districts
don’t “bite off more than they can chew.” I'm interested to learn how we can
strengthen the incentives to plan properly. I would like to learn if efforts to improve
certifications on the applications are sufficient for this task.

Planning is essential. Also essential is to know the rules and to understand what
is necessary for a competitive process to flourish.

We’ll hear today about a case where competition did not flourish and where it ap-
pears that school districts really did not fully plan out what they needed for the pro-
gram. The result was tens of millions of dollars of questionable spending in one poor
school district. In another school district, the result was an application that asked
for more than what the district really needed. (Fortunately, the district took subse-
quent steps to scale the request back; but I'm not sure that’s what normally hap-
pens.)

What is the responsibility of the vendor in these situations? Despite a powerful
incentive to sell and do business, vendors must play by the E-rate rules as well.
Today we’ll be able to learn about the responsibilities of vendors in this process and
whether the requirements and rules are clear and sufficient to ensure vendors par-
ticipate appropriately.

One of the foremost issues we must address is accountability. Today we’ll hear
about accountability from all parties—the school districts, the vendors, and the
agency charged with overseeing the program. I think this is a critical hearing for
our oversight of this program.

Let me welcome the witnesses. I'd like to thank, especially, the efforts made by
Charles Tafoya of El Paso Independent School District, who will join us via video
link today. We appreciate his efforts given the last minute complications in his
plans to attend the hearing.

Thank you, Mr. Chairman. I'll yield back the remainder of my time.

Chairman BARTON. We would now like our first panel to come
forward. We have Mr. Walker Feaster, III, who is the Inspector
General of the Federal Communications Commission. He is accom-
panied by Mr. Thomas Cline, the Assistant Inspector General for
Audits. We have Mr. George McDonald, the vice president, Schools
and Libraries Division, the Universal Service Administrative Com-
pany. We also have Mr. Jeffrey Carlisle, the Chief of the Wireline
Competition Bureau of the FCC.

Gentlemen, I think each of you understand that it is the tradi-
tion of this subcommittee to take all testimony under oath. Do any
of you object to testifying under oath? Let the record show they all
shook their head that they don’t object.
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It is also the tradition and your right under the United States
Constitution to be advised by counsel during your testimony. Do
any of you so wish to be advised by counsel? Let the record show
they all shook their head that said no.

Would each of you gentlemen please rise and raise your right
hand?

[Witnesses sworn.]

Chairman BARTON. Be seated. We are going to start with you,
Mr. Feaster. Your testimony formally is in the record in its en-
tirety, and we will recognize you for 7 minutes to elaborate on that.
Welcome to the subcommittee.

TESTIMONY OF WALKER FEASTER, III, INSPECTOR GENERAL,
FEDERAL COMMUNICATIONS COMMISSION; ACCOMPANIED
BY THOMAS CLINE, ASSISTANT INSPECTOR GENERAL, AU-
DITS, FEDERAL COMMUNICATIONS COMMISSION; GEORGE
MCDONALD, VICE PRESIDENT, SCHOOLS AND LIBRARIES DI-
VISION, UNIVERSAL SERVICE ADMINISTRATION COMPANY;
AND JEFFREY CARLISLE, CHIEF, WIRELINE COMPETITION
BUREAU, FEDERAL COMMUNICATIONS COMMISSION

Mr. FEASTER. Thank you, sir. Good morning, Mr. Chairman and
members of the subcommittee. I appreciate the opportunity to ap-
pear before you today to discuss concerns regarding waste, fraud
and abuse in the E-Rate 9rogram. I would like to introduce Tom
Cline. He is my Assistant Inspector General for Audits and has
been heavily involved in our oversight of the E-Rate program.

This is the second opportunity that I have had to testify before
the subcommittee in these matters. In my comments and written
testimony, I will discuss my office’s involvement in the investiga-
tions of NEC Business Network Solutions and IBM Global Services
and describe in more general terms the programmatic concerns
raised by these investigations.

First, I will briefly discuss my office’s involvement in an ongoing
Federal investigation involving NEC BNS. I want to point out that
there are aspects of this case that I am not at liberty to discuss
because of an ongoing nature of this investigation. In fact, the two
audit staff in my office that are involved in this investigation are
prohibited by law from disclosing information that they have been
provided related to this case that was developed through the grand
jury process.

We first received allegations related to NEC BNS in August 2001
and referred the matter to the FBI. In July 2002, we established
a working relationship with the Antitrust Division of the Depart-
ment of Justice to investigate E-rate fraud and we provided infor-
mation related to this case. The Antitrust Division opened an in-
vestigation and my office have been involved in supporting this on-
going investigation since that time.

Now, I will briefly discuss my office’s involvement in an inves-
tigation involving participation in the E-Rate program by IBM. In
February 2002, my office was contacted by the general counsel of
USAC regarding an anonymous letter that they had received alleg-
ing wrongdoing by IBM related to their involvement in providing
E-rate support to the El Paso Independent School District. The let-
ter was signed, “Concerned Taxpayer,” and outlined three areas of
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concern involving El Paso’s applications: The need for the program
and IBM’s role and them driving that need, apparent violations of
Federal and State rules governing the procurement process and a
lack of project information for the El Paso School Board and public.
The letter provided a great deal of detail regarding the project and
IBM’s involvement and clearly raised legitimate questions about
whether or not program rules were followed.

As a result of the allegations raised in the concerned taxpayer
letter, USAC initiated a special investigation of IBM’s involvement
as a service provider with El Paso for funding years 2001 and 2002
and with the Ysleta Independent School District for funding year
2002. Based on the results of the analysis, USAC concluded that
Ysleta failed to comply with program requirements and that those
Ysleta funding requests associated with IBM should be denied.
USAC further recommended that they deny funding requests asso-
ciated with IBM when the request fit the pattern of Ysleta and El
Paso.

We referred this matter to the Antitrust Division shortly after
they established an E-Rate Fraud Task Force in July 2002 and
began supporting their work. Antitrust initiated a preliminary in-
quiry in October 2002. Meanwhile, in September 2002, we received
additional allegations regarding IBM’s overinvolvement in the com-
petitive bidding process in numerous E-rate submissions, and we
forwarded this additional information to the Antitrust attorney di-
recting the investigation. In April 2004, we were advised that the
Department of Justice has closed a preliminary inquiry of the IBM
matter. We discussed this case with representatives from the Anti-
trust Division and were informed that they did not identify any evi-
dence of criminal activity based on the material that they reviewed
as part of the preliminary inquiry. After receiving this information,
my office closed their case on this matter.

The NEC BNS and IBM investigations highlight two general con-
cerns that my office has with the design of the E-Rate program:
One, weaknesses in the rules governing the competitive procure-
ment of goods and services, and, two, overreliance on self-certifi-
cations received from beneficiaries and vendors on E-rate funding
applications. It has been frustrating to me and my staff that these
are concerns that were identified in 2002 and the Commission has
yet to fully address these matters. The Commission has only re-
cently started to address recommendations by the Antitrust Divi-
sion of DOJ for strengthening program certifications. These rec-
ommendations are on three tracks: One track, some recommenda-
tions have been incorporated into E-rate forms and are at OMB for
approval; two, some recommendations are out for public comment;
and, three, some recommendations are not being implemented at
this time.

For this third group of recommendations, my office, along with
DOJ and the Wireline Competition Bureau, will work together to
see how they can be implemented. We believe all the antitrust rec-
ommendations would resort in better management of this program
and in delays in implementing these recommendations or the lack
thereof in some cases represents an ongoing risk to the program.
In view of these and numerous other concerns about the E-Rate
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program, I believe that it would be appropriate to conduct a broad-
based review of the program.

We believe we have made significant progress toward our goal of
designing and implementing effective independent oversight of the
USF Program. However, primarily because of the lack of adequate
resources, we have been unable to fully implement an oversight
program. There has been progress made in making resources avail-
able to us for conducting E-rate audits, but we believe that direct
access to the USF is the best manner for obtaining the resources
needed or adequate oversight and, as I have stated in the past,
until resources and funding are available to provide adequate inde-
pendent oversight for the USF Program, we are unable to give the
chairman, Congress and the public an appropriate level of assur-
ance that the program is protected from fraud, waste and abuse.
Thank you, and I will be happy to try to answer any of your ques-
tions.

[The prepared statement of H. Walker Feaster III follows:]

PREPARED STATEMENT OF H. WALKER FEASTER III, INSPECTOR GENERAL, FEDERAL
COMMUNICATIONS COMMISSION

INTRODUCTION

Mr. Chairman and Members of the Subcommittee, I appreciate the opportunity
to appear before the subcommittee today to discuss concerns regarding waste, fraud,
and abuse in the E-rate program. This is the second opportunity that I have had
to testify before the subcommittee on these matters. In my comments and written
testimony, I will discuss my office’s involvement in the investigations of NEC-BNS
and IBM and describe in more general terms the programmatic concerns raised by
these investigations.

NEC-BUSINESS NETWORK SOLUTIONS INC. (NEC-BNS)

In this section of my testimony, I will briefly discuss my office’s involvement in
an on-going federal investigation involving NEC-BNS. I want to point out that there
are aspects of this case that I am not at liberty to discuss because of the on-going
nature of this investigation. In fact, the two audit staff in my office that are in-
volved in this investigation are prohibited by law from disclosing information that
they have been provided related to this case that was developed through the Grand
Jury process.

In August 2001, my office was contacted by an Associate General Counsel with
the Universal Service Administrative Company (USAC) regarding a request for in-
formation from an investigator from the Office of the City Attorney for the City and
County of San Francisco. We obtained a copy of the request for information that was
provided to USAC and a copy of the USAC response. In September 2001, we re-
ferred this matter to the Governmental Fraud Unit of the Federal Bureau of Inves-
tigation (FBI) in accordance with the process that we had established with the FBI
for centralized management of E-rate fraud cases.

In July 2002, my office established a working relationship with the Antitrust Divi-
sion of the Department of Justice to investigate E-rate fraud. The Antitrust Division
was interested in E-rate fraud because of the large number of cases that included
allegations of bid rigging and other violations related to the Sherman Act. Informa-
tion related to this case was provided to the E-rate fraud task force established by
the Antitrust Division and my office has been involved in supporting this on-going
investigation since that time. As part of our support for the investigation, my office
has performed in-depth analyses of E-rate documents, testified before a federal
grand jury, participated in the execution of a search warrant, evaluated seized elec-
tronic media, and participated in numerous witness interviews.

As part of the analysis that we performed for federal law enforcement, we exam-
ined NEC-BNS participation in the E-rate program with the purpose of identifying
suspect activity. For the universe of NEC-BNS participation in the program from
funding years 1998 through 2004, we identified fifty-three (53) E-rate applications
at twenty (20) schools that we concluded were suspect. These fifty-three (53) appli-
cations represented approximately $380 million in requested E-rate funding, over
$40 million in commitments, and $29.7 million in disbursed funding. Although these
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applications represented only 27% of the E-rate applications during this period that

included NEC-BNS, they represented 93% of requested funds and 96% of disbursed

funds. The results of our analysis was shared with federal law enforcement and
served as the basis for the NEC-BNS portion of the overall investigation.

To date, there have been numerous indictments and plea agreements related to
this case. In October 2002, Desmond McQuoid and US Machinery were indicted for
mail fraud in the United States District Court for the Northern District of Cali-
fornia. In March 2003, Mr. McQuoid entered into a plea agreement in which he
agreed to plead guilty to mail fraud. In that plea agreement, Mr. McQuoid agreed
to numerous facts regarding the matter including the following facts concerning E-
rate fraud:

e Participating in a scheme to submit false and inflated funding requests to the
USAC and SLD a part of the E-Rate program beginning in 1999 and continuing
until 2000.

e Allowing the competitive bid process to be compromised by the consultants he was
working with.

e Despite being aware that the contractors had submitted inflated bid price infor-
mation to the School District and the USAC and SLD, not taking steps to cor-
rect the information provided.

e Attempting to obtain a 10 million dollar in-kind donation from the main con-
tractor by having them purchase computer workstations from US Machinery
and then donate these servers to the School District.

e Attempting to use the excess funds in the inflated bids to pay for these products
even though I knew that the USAC and SLD had disallowed using their funds
for these expenditures.

In March 2003, US Machinery entered into a plea agreement in which they
agreed to plead guilty to mail fraud. In that plea agreement, US Machinery agreed
to m%merc_({)us facts regarding the matter including the following facts regarding E-
rate fraud:

e US Machinery bid to supply computer servers as part of an E-Rate application
submitted by and on behalf of the San Francisco Unified School District.

e US Machinery learned during the process that some of the contractors had sub-
mitted inflated bids to the School District and to the USAC and SLD.

e US Machinery brought this fact to Dennis McQuoid’s attention and failed correct
the misstatements in the bid documents.

e Dennis McQuoid arranged a meeting with the principal contractor—and tried to
olkl)!;ain a concession from the contractor to purchase computers from US Ma-
chine.

e As a result, the contractor was then supposed to donate these computers to the
School District.

In May 2004, NEC-BNS entered into a plea agreement as a result of this inves-
tigation. In that agreement, NEC-BNS agreed to plead guilty to one count of wire
fraud in violation of 18 U.S.C. § 1343 and one count of conspiracy to suppress and
eliminate competition in violation of the Sherman Antitrust Act, 15 U.S.C. §1. As
part of the settlement, NEC-BNS agreed to pay $20,685,263 in criminal fines, civil
settlement, and restitution.

IBM GLOBAL SERVICES

In this section of my testimony, I will briefly discuss my office’s involvement in
an investigation involving participation in the E-rate program by IBM Global Serv-
ices (IBM).

In February 2002, my office was contacted by the General Counsel of the Uni-
versal Service Administrative Company (USAC) regarding a letter they had received
alleging wrongdoing by IBM related to their involvement in providing E-rate sup-
port to the El Paso Independent School District (EPISD). The letter, signed “Con-
cerned Tax Payer”, outlined three areas of concern: (1) the need for the program and
IBM’s role in driving that need; (2) apparent violations of Federal and state rules
governing the procurement process; and (3) the lack of project information for the
EPISD board and the public. The letter provided a great deal of detail regarding
the project and IBM’s involvement and clearly raised legitimate questions about
whether or not program rules were followed.

As a result of the allegations raised in the “Concerned Tax Payer” letter, USAC
initiated a special investigation of IBM’s involvement as a service provider with
EPISD for funding years 2001 and 2002 and with the Ysleta Independent School
District (Ysleta ISD) for funding year 2002. Based on the results of their analysis,
USAC concluded that Ysleta ISD failed to comply with program requirements and
that those Ysleta funding requests associated with IBM should be denied. USAC
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further recommended that SLD deny funding requests associated with IBM when
those requests fit the pattern of Ysleta ISD and EPISD.

As I discussed earlier in my testimony, we established a working relationship
with the Antitrust Division of the Department of Justice in June 2002. We referred
this matter to the Antitrust Division shortly after they established an E-rate fraud
task force in July 2002. In September 2002, representatives from my office visited
with representatives on the Antitrust task force to review case material. In October
2002, the Antitrust attorney directing the investigation requested authority within
the Antitrust Division to conduct a preliminary inquiry “to pursue a possible bid rig-
ging scheme in which competing telecommunication providers may have colluded
with each other, with school districts, or through representatives, on contracts for
communications equipment sold to El Paso ISD in El Paso, Texas, Ysleta ISD in
Ysleta, Texas, and potentially other districts nationwide.” Authority to conduct a
preliminary inquiry was granted.

In September 2002, we received additional allegations regarding IBM participa-
tion in the E-rate program. These allegations were provided following a Train-the-
Trainers workshop provided by the Schools and Libraries Division of USAC during
which SLD trainers encouraged participants to provide any information highlighting
serious violations of program rules. The allegations address IBM’s “over-involvement
in the competitive bidding process.” The allegations provided information detailing
a pattern of virtually identical “cookie-cutter” or “laundry list-type” form 470s post-
ed by applicants around the country and provided detailed information on a number
of these schools issuing “strikingly similar” requests for proposals around the same
time as the form 470s were posted seeking essentially the same thing—“a strategic
technology partner—to assist the district in securing E-rate funds.” We forwarded
this additional information to the Antitrust attorney directing the investigation.

In April 2004, we were advised that the Department of Justice had closed their
preliminary inquiry of the IBM matter. We discussed this case with representatives
from the Antitrust Division and were informed that they did not identify any evi-
dence of criminal activity based on the material that they reviewed as part of the
preliminary inquiry. After receiving this information, my office closed their case file
on this matter.

PROGRAMMATIC CONCERNS HIGHLIGHTED BY NEC-BNS AND IBM INVESTIGATIONS

The NEC-BNS and IBM investigations highlight two general concerns that my of-
fice has with the design of the E-rate program: (1) weaknesses in the rules gov-
erning the competitive procurement of goods and service; and (2) over-reliance on
self certification.

Competitive Procurement

Program rules require that applicants use a competitive procurement process to
select service providers. In establishing this requirement, the Commission recog-
nized that “(c)ompetitive bidding is the most efficient means for ensuring that eligi-
ble schools and libraries are informed about all of the choices available to them” and
that “(a)bsent competitive bidding, prices charged to schools and libraries may be
needlessly high, with the result that fewer eligible schools and libraries would be
able to participate in the program or the demand on universal service support mech-
anisms would be needlessly great.”

Applicants are required to submit a form 470 identifying the products and serv-
ices needed to implement the technology plan. The form 470 is posted to the USAC
web page to notify service providers that the applicant is seeking the products and
services identified. Applicants must wait at least 28 days after the form 470 is post-
ed to the web site and consider all bids they receive before selecting the service pro-
vider to provide the services desired. In addition, applicants must comply with all
applicable state and local procurement rules and regulations and competitive bid-
ding requirements. The form 470 cannot be completed by a service provider who will
participate in the competitive process as a bidder and the applicant is responsible
for ensuring an open, fair competitive process and selecting the most cost-effective
provider of the desired services. Further, although no program rule establishes this
requirement, applicants are encouraged by USAC to save all competing bids for
services to be able to demonstrate that the bid chosen is the most cost-effective, with
price being the primary consideration.

In the case of IBM, it seems clear that the practices followed by several of the
school districts that selected IBM as their service provider for participation in the
E-rate program for the funding years reviewed did not follow program requirements
for the competitive procurement of goods and services. Although the Department of
Justice did not find evidence of criminal activity, USAC denied numerous applica-
tions involving IBM as a result of their investigation and the Commission affirmed
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USAC decisions regarding these applications in the order they adopted in December

2003.

On June 5, 2002, USAC prepared a preliminary special investigation report sum-
marizing the results of that review. In that preliminary report, USAC concluded
that both EPISD and Ysleta ISD utilized a Request for Proposal (RFP) format that
did not make price the major factor in the selection of the service provider in viola-
tion of program rules. In October 2002, USAC prepared a preliminary draft analysis
of issues identified in the EPISD and Ysleta ISD funding requests, determined that
funding requests for the two school districts followed the same basic pattern, and
presented the results of their legal analysis focusing on the Ysleta ISD funding re-
quests. In that document, USAC concluded that:

e Ysleta selected IBM as its service provider by a process other than the FCC Form
47(;) gosting process and without defining the specific services that would be pro-
vided;

e Ysleta selected IBM as its service provider without complying with the require-
ments that the applicant select the most cost-effective provider of service with
low cost being the primary factor;

e Compliance with FCC Form 470 posting requirement is necessary in addition to
applicable state and local procurement requirements;

e IBM’s proposal specifies a range of services that it will provide as the Strategic
Technology Partner. Many of these services are not eligible for funding.

e IBM’s proposal emphasizes developing the technology plan and structuring fund-
ing requests in order to maximize funding requests; and

e Requests for Proposal contain similar language and raise significant questions as
to whether IBM was improperly involved in the selection process.

In the case of NEC-BNS, wrongdoing rose to the level of criminal activity. In the
plea agreement that NEC-BNS accepted, NEC-BNS admitted to the following facts
regarding this case:

e NEC “participated in a conspiracy with one or more vendors of equipment and
services related to telecommunications, Internet access, and/or internal connec-
tions, a purpose of which was to suppress and eliminate competition for E-Rate
program projects”.

e In furtherance of the conspiracy, NEC “reached an agreement with its co-con-
spirators to frustrate the competitive process on the E-Rate projects by allo-
cating contracts and submitting fraudulent and non-competitive bids” and, to
carry out this conspiracy, NEC “discussed with these co-conspirators prospective
bids for the E-Rate projects; agreed with these co-conspirators who would be the
lead contractor on the project and who would participate on the project as sub-
contractors to the designated lead contractors; submitted fraudulent and non-
competitive bids in accordance with the conspiratorial agreement.” Further,
NEC engaged two consultants who “took steps to ensure the success of the con-
spiracy by eliminating and disqualifying bids from non-conspirators and either
directly awarding the contracts or using their best efforts to persuade the school
district officials to award contracts to the designated lead contractors.

Reliance on Applicant Certifications

The E-rate program is heavily reliant on applicant and service provider certifi-
cations. For example, on the form 470, applicants certify that the support received
is conditional upon the ability of an applicant to secure access to all of the resources,
including computers, training, software, maintenance, and electrical connections,
necessary to use effectively the services that will be purchased under this mecha-
nism. On the form 471, applicants make several important certifications. Applicants
certify that they have “complied with all applicable state and local laws regarding
procurement of services for which support is being sought” and that “the services
that the applicant purchases—will not be sold, resold, or transferred in consider-
ation for money or any other thing of value.” Other certifications are required on
various program forms.

Reliance on applicant and service provider certifications has been an area of con-
cern in my office for some time. We have two concerns regarding certifications. The
first concern deals with over-reliance on certifications in lieu of USAC verification
and validation of applicant and service provider assurances as part of USAC’s nor-
mal review processes. The significance of this concern has been diminished some-
what by steps that USAC has taken, and is proposing to take, to strengthen the
Program Integrity Assurance (PIA) process.

The second, and more serious, concern is related to the design of the certifications.
Concerns about the design of program certifications were first brought to our atten-
tion by federal law enforcement. Numerous concerns about certification design were
brought to our attention during our first meeting with the E-rate fraud task force
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established by the Antitrust division of the Department of Justice in July 2002. A
representative from the Commission’s Wireline Competition Bureau (WCB) was
present during that discussion. At our request, task force members provided written
comments on program certifications in December 2002. Some of the concerns ex-
pressed by task force members dealt with applicant certification to future events
(i.e., on the form 470, applicants certify that they recognize that support is condi-
tional upon the schools “securing access to all of the resources...necessary to use
the services purchased effectively”).

In the case of IBM, the pattern that was observed at several applicants shows ap-
plicants reporting on the form 470 that they do not have Requests for Proposal for
the specific internal connections being sought and certifying that the request has
been examined and that “to the best of my knowledge, information, and belief, all
statements of fact contained herein are true.” Shortly after form 470s were posted,
applicants would issue a separate RFP (“strikingly similar” in many cases) for a
“Technology Implementation and Systems Integrator Partner.” The RFP for the
“Technology Implementation and Systems Integrator Partner” states that the “se-
lected vendor will serve as the prime contractor for any projects funded through E-
rate.” Effectively, applicants provided assurance to the program that they have not
sought proposals for E-rate projects at the same time that they clearly have.

In the case of NEC-BNS, there are numerous examples of fraudulent representa-
tions on program forms. In fact, it may be more challenging to identify certifications
that were not fraudulent representations. Desmond McQuoid certified that he was
authorized to submit requests on behalf of the San Francisco Unified School District
when he was not. He further certified that the state and local procurement regula-
tions were followed and that program rules were followed when neither of these
statements was accurate.

CERTIFICATION WEAKNESSES HAVE NOT BEEN FULLY ADDRESSED

My office started to raise concerns about perceived weaknesses in the competitive
procurement process and over reliance on certifications shortly after we became in-
volved in program oversight. We first became concerned about the competitive pro-
curement process as a result of our involvement in the Metropolitan Regional Edu-
cation Service Agency (MRESA) investigation. During that investigation we ob-
served how weaknesses in competitive bidding requirements and reliance on self
certification were exploited resulting in, at a minimum, a significant amount of
wasteful spending. We continued to express our concerns as we designed our over-
sight program, developed a program for auditing beneficiaries, and supported E-rate
fraud investigations. In fact, we established a working relationship with the Anti-
trust Division of the Department of Justice in a large part because of the number
of investigations that we were supporting that involved allegations regarding the
competitive procurement process.

Our level of concern regarding both the competitive procurement process and reli-
ance on self-certification was heightened as we started to work with the Antitrust
Division. During our discussions with Antitrust, they expressed a general concern
with the lack of information regarding the competitive process and specific concerns
regarding applicant and service provider certifications. Although we started to pur-
sue these issues with Commission staff in the fall of 2002, the Commission has only
recently started to address some of the recommendations from Antitrust, and none
of these recommendations are fully implemented. We have been informed by WCB
that several of the Antitrust suggestions have been incorporated into the appro-
priate E-rate forms and that those forms are now at the Office of Management and
Budget for approval. Other recommended certifications, particularly regarding the
competitive process, are still in the process of public comment, and we are as yet
uncertain what the FCC may ultimately do with these recommendations. Numerous
of the suggestions from Antitrust involved USAC obtaining and reviewing critical
procurement documents during the application review process. The Commission’s re-
sponse to these suggestions was to include in the 5th Report and Order the require-
ment that the applicant retain these documents, but providing these documents for
review along with an E-rate application was not required. And lastly, WCB has in-
formed us that at this time they will not incorporate certain recommendations. I be-
lieve that the delay in implementing Antitrust’s recommendations, and the exclu-
sion of some of the recommendations from implementation, continues to place the
program at risk.

CONCLUSION

The Office of Inspector General remains committed to meeting our responsibility
for providing effective independent oversight of the Universal Service Fund pro-
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gram. As I have described in this testimony, we continue to have numerous concerns
about this program. The results of audits that have been performed and the allega-
tions under investigation lead us to believe the program may be subject to an unac-
ceptably high risk of fraud, waste and abuse through noncompliance and program
weaknesses. We are concerned with program rules governing the competitive pro-
curement of goods and service and with the over reliance on certifications. In view
of these concerns, I believe that it would be appropriate to conduct a broad based
review of the program.

We believe we have made significant progress toward our goal of designing and
implementing an effective, independent oversight program. However, primarily be-
cause of a lack of adequate resources, we have been unable to implement our over-
sight program. But some progress has been made. We have partnered with USAC
to accomplish approximately 100 audits of E-rate beneficiaries using contracted re-
sources available to them and the Commission has been actively furthering efforts
for us to use the USF to accomplish more audits. But we believe direct access to
the USF is the best manner with which to obtain the necessary resources and, as
I have stated previously, until resources and funding are available to provide ade-
quate independent oversight for the USF program, we are unable to give the Chair-
man, Congress and the public an appropriate level of assurance that the program
is protected from fraud, waste and abuse.

Thank you and I will be happy to answer any of your questions.

Chairman BARTON. Thank you, Mr. Feaster. Does Mr. Cline wish
to make a statement?

Mr. CLINE. No. Thank you.

Chairman BARTON. Okay. We now recognize Mr. George McDon-
ald, who is the Vice President of the Schools and Library Division
of USAC, for an opening statement. Your statement is in the record
in its entirety, and we would recognize you for 7 minutes to elabo-
rate.

TESTIMONY OF GEORGE MCDONALD

Mr. McDONALD. Thank you, Mr. Chairman. Good morning, mem-
bers of the subcommittee. Thank you for inviting me here today to
discuss USAC’s administration of the E-Rate program. Previous
hearings have given me the opportunity to outline our procedures
to combat waste, fraud, and abuse. Today, I want to focus on re-
quirements for conducting a fair and open competitive process and
ensuring cost-effective use of E-rate funds. While USAC has re-
sponsibility for ensuring applications are properly reviewed, appli-
cants and service providers alike have responsibility for knowing
and following the spirit, intent, and letter of the law and rules of
the program. The FCC, in a series of recent rulemakings, has
stressed that accountability.

We have been concerned from the beginning of the program
about service providers offering and applicants accepting free, ineli-
gible services. Since service providers must cover their costs, these
free services would be paid for through inflated prices on eligible
equipment. Two key program requirements designed to protect the
integrity of the program are that applicants must conduct fair and
open competitive processes to select service providers, and appli-
cants must pay the non-discount share of the cost of eligible goods
and services. These requirements are intended to ensure that the
applicants and E-rate are getting fair value. The rules require com-
petition over the price of eligible services, competitively neutral
RFPs, and that applicants select the cost-effective offer with price
the primary factor.

The rules also require that applicants pay their share of the cost
so that they have a stake in selecting the most cost-effective offer
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and so that they do not request services in excess of their needs.
If service providers offer to waive the non-discount share of the
cost, they remove any incentive for the applicant, who is the one
making the decision, to select the most cost-effective alternative. If
service providers do waive the applicant’s share, they cover their
costs by inflating the pre-discount costs so that the discount share
{:o be paid by USAC more than covers their cost and E-rate is the
oser.

The E-Rate program is designed to give applicants discretion in
deciding which technology solutions best meet their educational ob-
jectives. USAC generally does not second guess the technology
choices applicants make, but the subcommittee and USAC have
seen instances of goldplating, purchases that are clearly excessive
for the use that will be made of them. The Commission recently di-
rected that applicants certify that the bid selected was, “the most
cost-effective means of meeting educational needs and technology
plan goals.” If an applicant solely relies on service provider rec-
ommendations, this may lead to applications that run afoul of pro-
gram rules. Therefore, applicants must take the necessary steps to
determine if the recommended solution is in fact what is needed.

As the E-Rate program has matured, E-rate consultants have
played an increasing role. However, applicants remain responsible
for their applications and for ensuring that there is a fair and open
competitive process. USAC has denied millions of dollars in fund-
ing requests when we have determined that the consultant who
provided free services to the applicants was associated with the
service provider selected.

Let me now turn to the participation of IBM in the E-Rate pro-
gram. In January 2002, USAC received an anonymous letter alleg-
ing program abuses at the El Paso Independent School District in
Texas, as Mr. Feaster has said. Our Special Investigations Team
began an investigation which led to a concern that the procurement
approach may not have been consistent with program rules. We
identified a number of funding year 2002 applicants who were re-
questing large amounts of E-rate discounts and funding requests
associated with IBM and who may have used a similar procure-
ment approach. Ultimately, we concluded that the procurement ap-
proach was not consistent with the rules, and we denied requests
for over $500 million.

The rules require applicants to identify the specific eligible serv-
ices for which they will seek funding based on the applicant’s tech-
nology plan, to solicit bids from competing service providers and
then to choose the most cost-effective alternative with price the pri-
mary factor. These applicants and IBM participated in a two-step
approach which consisted first of choosing a strategic technology
partner and then, with the help of that partner, deciding which eli-
gible services to seek funding for. At the first step, each applicant
used the Generic Form 470 and a similar RFP indicating that they
had not decided which specific services they needed and sought a
partner to help them make those decisions. Since the applicant’s
did not identify the specific services they were seeking, the pro-
posals did not state the cost of the services. Consequently, the ap-
plicants did not make the selection of the service provider based on
which was the most cost-effective alternative.
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After IBM was selected, the second step began. At this step, IBM
worked with the applicants to identify the specific services for
which funding would be sought. This meant that at the time the
decisions were made about what specific services to request E-rate
discounts for and how much to request, there was only one service
provider at the table. Consequently, the price competition for eligi-
ble services that the FCC rules envisioned never took place. IBM
and the applicants appealed USAC’s denials; the FCC affirmed
USAC’s decisions to deny funding in all but one instance.

We funded El Paso in funding year 2001 even though El Paso
used the two-step approach that we determined was inconsistent
with program rules in the next year. This occurred because our re-
view procedures did not flag the El Paso application for a par-
ticular kind of heightened scrutiny. We review almost 40,000 appli-
cations for funding every year, and we use a staff of some 150 peo-
ple to conduct those reviews. With a process of that magnitude, we
appropriately rely on written procedures to guide the reviews to en-
sure consistency and equity for all applicants. Our procedures did
not contemplate the two-step procurement approach in 2001 and
therefore we did not identify this application as one requiring
heightened scrutiny. We have learned much more about the serv-
ices IBM was offering through our intense review of the 2002 appli-
cations and concluded based on that analysis and on review of
statements of work for El Paso for 2001 that our 2001 funding com-
mitments for El Paso may have included a substantial amount of
ineligible services. We have asked IBM to respond to our tentative
conclusions. Depending on that response, we may seek recovery of
a substantial portion of the funds we dispersed to IBM for work in
El Paso in 2001.

Mr. Chairman, thank you for providing me with the opportunity
to address the subcommittee. I would be happy to respond to any
questions.

[The prepared statement of George McDonald follows:]

PREPARED STATEMENT OF GEORGE MCDONALD, UNIVERSAL SERVICE ADMINISTRATIVE
COMPANY VICE PRESIDENT, SCHOOLS AND LIBRARIES DIVISION

Good morning, Mr. Chairman and Members of the Subcommittee. I am George
McDonald, Vice President of the Universal Service Administrative Company
(“USAC”) with responsibility for the Schools and Libraries Division. Thank you for
inviting me here today to discuss USAC’s administration of the “E-rate” program.

Protecting Against Pre-Commitment Program Abuse

Previous hearings held by this Subcommittee about E-rate have given me the op-
portunity to outline our procedures to combat those who would try to circumvent
program rules, which can lead to waste, fraud or abuse. Today, I will focus on re-
quirements for conducting a fair and open competitive process and ensuring cost-
effective use of E-rate funds. These are the responsibilities of the applicant and
areas that the applicant must take responsibility for prior to submitting an applica-
tion. While USAC has responsibility for ensuring applications are properly reviewed,
applicants and service providers alike have responsibility for knowing and following
the spirit, intent, and letter of the law and rules of the program. The Federal Com-
munications Commission (FCC), in a series of recent rulemakings, has stressed that
accountability.

Free, Ineligible Services—We have been concerned from the beginning of the
program about service providers offering and applicants accepting free, ineligible
services and have taken steps to address this potential for abuse. Since service pro-
viders must cover their costs, these “free” services would not be free to E-rate; they
would be paid for through inflated prices on eligible equipment. For example, NEC-
Business Network Solutions Inc. (NEC) admitted in its recent plea agreement that
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it planned to “donate” millions of dollars worth of ineligible computer workstations
to the San Francisco Unified School District (SFUSD) and that NEC actually
planned to use E-rate funds to cover the costs of these “donated” workstations. NEC
also admitted that the funding requests that were submitted to us for SFUSD con-
tained inflated prices.

An applicant can, however, accept free, ineligible services, along with eligible serv-
ices, request discounts, and satisfy the rules if the applicant complies with the fol-
lowing requirement. The applicant must reduce the prediscount cost of the eligible
services by the fair market value of the ineligible services it will be provided at no
cost. When we review applications, we look for free, ineligible services so that we
may take appropriate action.

USAC is authorized to provide funding for eligible services only. This prohibits
applicants and service providers from using discounts to subsidize the procurement
of ineligible or unrequested services. The value of all price reductions, promotional
offers, and “free” services must be deducted from the pre-discount cost of services.
In this manner, universal service funds are not used to subsidize ineligible services.
Similarly, since applicants are required to choose the most cost-effective bid with
the price of eligible services being the primary factor, applicants cannot base their
decisions on free, ineligible offerings by service providers.

Competitive Process to Select Service Provider and Payment of the Non-
Discount Share of the Cost of Eligible Goods and Services—Two key program
requirements designed to prevent waste, fraud, and abuse, and to protect the integ-
rity of the program are that applicants must conduct fair and open competitive proc-
esses to select service providers and applicants must pay the non-discount share of
the cost of eligible goods and services. If applicants do not comply with these re-
quirements, their applications will be denied. These requirements are intended to
ensure that the applicants and E-rate are getting fair value. The rules require com-
petition over the price of eligible services, competitively neutral RFPs, and that ap-
plicants select the most cost-effective offer with price the primary factor. Applicants
must remain in control of the procurement process and cannot abdicate their re-
sptl)nsibilities to a service provider who is competing for their business, or to a con-
sultant.

The rules also require that applicants pay their share of the cost so that they
have a stake in selecting the most cost-effective offer and so that they do not request
services in excess of their needs. If service providers offer to waive the non-discount
share of the cost, they remove any incentive for the applicant, who is the one mak-
ing the decision, to select the most cost-effective alternative. This undermines the
goal of preventing waste, fraud, and abuse. If service providers waive the non-dis-
count share of the cost, they must still cover their costs. They do this by inflating
the prediscount cost so that the discount share to be paid by USAC more than cov-
ers their costs, and E-rate is the loser.

Goldplating—The E-rate program is designed to give applicants discretion in de-
ciding which technology solutions best meet their educational objectives. Some appli-
cants seek discounts only for basic phone service and dial-up Internet access. Others
seek assistance in building sophisticated networks with broadband connections for
Internet access and distance learning. USAC generally does not “second guess” the
choices applicants make, but the Subcommittee and USAC have seen instances of
“goldplating”— purchases that are clearly excessive for the use that will be made
of them. Applicants are responsible for the reasonableness of their choices. To em-
phasize this responsibility, the Commission recently directed that applicants explic-
itly certify that “the selection of services and service providers is based on the most
cost effective means of meeting educational needs and technology plan goals.” We
can and do deny requests when the applicant did not select the most cost-effective
offering with price the primary factor, when applications include a substantial
amount of ineligible services, or when requested services clearly go well beyond the
requirements set out in the applicant’s technology plan. Applicants are responsible
for their requests—they must do the planning for technology solutions tied to their
educational objectives, they make the certifications on the forms, they are to share
the cost. If an applicant solely relies on service provider recommendations, this may
lead to applications that run afoul of program rules. Therefore, applicants must take
the necessary steps to be in a position to determine if the recommended solution
is in fact what is needed.

Consultants—As the E-rate program has matured, E-rate consultants have
played an increasing role. Consultants offer a variety of services to applicants, from
providing advice with respect to the available technologies, to submitting program
forms, to overseeing the competitive process underlying the application. As with de-
ciding which technology solutions best meet their educational objectives, applicants
have discretion to choose a consultant. However, applicants remain responsible for
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their applications and for ensuring that there is a fair and open competitive process.
USAC has denied millions of dollars in funding requests when we have determined
that the “consultant” who provided free services to the applicant was associated
with the service provider selected.

Participation of IBM in the E-rate Program

Let me now turn to the participation of IBM in the E-rate program. IBM has been
participating as a provider of internal connections since the inception of the pro-
gram. It has been paid over $760 million from 1998 until today—more than any
other single E-rate service provider. In January 2002, USAC received an anonymous
letter alleging program abuses at the El Paso Independent School District in Texas
(El Paso). Our Special Investigations team began an investigation, which included
a site visit. As we came to understand the procurement approach that had been
used by El Paso to select IBM for Funding Year 2001, we became concerned that
it may not have been consistent with program rules. We identified a number of
Funding Year 2002 applicants who were requesting large amounts of E-rate dis-
counts in funding requests associated with IBM and who may have used a similar
procurement approach. We extended the investigation to cover these Funding Year
2002 applicants, which included El Paso. Ultimately, we concluded that the procure-
ment approach was not consistent with the rules and denied requests for over $500
million because of that approach. Several of the applicants associated with IBM in
Funding Year 2002 would have been selected for heightened scrutiny of their appli-
cations even if USAC had not received the whistleblower call. I believe that it’s like-
ly that would have resulted in USAC identifying these program rule violations inde-
pendently of the whistleblower letter, but certainly the letter was helpful in the
process.

As T have discussed, the FCC rules are designed to ensure prudent use of E-rate
funds by requiring applicants to conduct a fair and open competition for obtaining
the eligible services the applicant has decided it needs. The rules require applicants
to identify the specific eligible services for which they will seek funding based upon
the applicant’s technology plan, to solicit bids from competing service providers, and
then to choose the most cost-effective alternative with price being the primary fac-
tor.

These applicants and IBM participated in a two-step approach, involving a “Stra-
tegic Technology Partner.” Generally, the Strategic Technology Partner is a consult-
ant to help customers determine what their technology needs are, and a general
contractor overseeing the implementation of the different projects. The two-step ap-
proach consisted of first choosing the Strategic Technology Partner, and then, with
the help of that partner, deciding which eligible services to seek funding for.

At the first step, each applicant used a generic Form 470 and a similar RFP indi-
cating that they had not decided which specific services they needed and sought a
partner to help them make those decisions. Since the applicants did not identify the
specific services they were seeking, the bids that the service providers submitted did
not state the cost of the services. Consequently, when the applicants selected the
winning service provider, they did not make that selection based on which was the
most cost-effective alternative with price the primary factor.

After IBM was selected, the second step began. At this step, IBM worked with
the applicants to develop detailed statements of work that identified the specific
services for which funding would be sought on the applications submitted to USAC.
This meant that, at the time decisions were made about what specific services to
request E-rate discounts for and how much to request, there was only one service
provider at the table. Consequently, the price competition for eligible services that
the FCC rules envision never took place.

IBM and the applicants appealed USAC’s denials to the FCC, and in some cases
to USAC. The FCC affirmed USAC’s decisions to deny funding in all but one in-
stance. USAC reversed one of its denials on appeal. The FCC decision affected two
other appeals pending with USAC.

We funded El Paso in Funding Year 2001 even though El Paso used the two-step
approach that we determined was inconsistent with program rules in the next year.
This occurred because our review procedures did not flag the El Paso application
for a particular kind of heightened scrutiny. We review almost 40,000 applications
for funding every year, and we use a staff of some 150 people to conduct those re-
views. With a process of that magnitude, we appropriately rely on written proce-
dures to guide the reviews to ensure consistency and equity for all applicants. Our
procedures did not contemplate the “strategic technology partner” procurement ap-
proach in 2001 and, therefore, we did not identify this application as one requiring
heightened scrutiny.
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We have learned much more about the services IBM was offering through our in-
tense review of the Funding Year 2002 applications and concluded based on that
analysis and review of Statements of Work for El Paso for Funding Year 2001 that
our Funding Year 2001 funding commitments for El Paso may have included a sub-
stantial amount of ineligible services. We have asked IBM to respond to our ten-
tative conclusions. Depending on that response, we may seek recovery of a substan-
tial portion of the funds we disbursed to IBM for work in El Paso for Funding Year
2001.

Conclusion

Mr. Chairman, thank you for providing me with the opportunity to address the
Subcommittee. I would be happy to respond to any questions you may have.

Chairman BARTON. We thank you. Now I want to welcome Mr.
Jeffrey Carlisle who is the Chief of the Wireline Competition Bu-
reau of the FCC. Mr. Carlisle, your statement is in the record in
its entirety, and we welcome you to elaborate on it for 7 minutes.
Welcome to the subcommittee.

TESTIMONY OF JEFFREY CARLISLE

Mr. CARLISLE. Thank you. Good morning, Mr. Chairman and dis-
tinguished members of the subcommittee. I was named Chief of the
Wireline Competition Bureau on August 4, 2004. As such, many of
the incidents that are the subject of this hearing occurred before
my tenure, and I do not have firsthand knowledge of them. I am
here, however, to relate to you the facts as I have ascertained
them. I am also here to communicate to you that with respect to
the E-Rate program, I am working hard to achieve three main
goals: First, to acquaint myself with the program and learn about
its functioning in detail; second, to get up to speed with the current
status of proceedings and pending audits and enforcement actions,
including the IBM case which the Commission concluded at the end
of last year; and, third, to continue work already started to improve
functioning and oversight of the program.

With the 2002 launch of the schools and libraries rulemaking
proceeding, the Commission has sought to improve the effective-
ness, fairness and efficiency of the E-Rate program and taken sig-
nificant steps to prevent waste, fraud and abuse. In April 2003, the
Commission adopted debarment rules. In December 2003, the Com-
mission established limits on the use of the internal connections,
restrictions on funding for duplicative services and clarified eligible
services.

We have adopted rules to revise our approach to recovery of
funds for violations, strengthened our audit and investigation proc-
esses and will make recommendations to adjust the discount ma-
trix and also to require recipients of funding to conduct their own
independent audits.

Competitive bidding is a cornerstone of the E-Rate program be-
cause 1t limits waste, ensures program integrity and assist appli-
cants in receiving the best value for their limited funds. The poten-
tial weaknesses in the competitive bidding system were highlighted
by the facts in the various 2002 IBM applications. Under the E-
Rate program rules for competitive bidding, after developing a
technology plan, applicants are required to seek competitive bids
on goods and services eligible for E-rate discounts by completing
and posting an FCC Form 470 on the USAC web site.
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In the IBM cases, the applicants submitted a broad generic
version of the Form 470 indicating they were seeking virtually
every product and service eligible for E-rate discounts rather than
developing a list of services actually desired based on their tech-
nology plans with sufficient specificity to enable bidders to submit
realistic bids with prices for specified services.

This was coupled with the applicants posting an RFP for a sys-
tems integrator, something they did not disclose on Form 470 even
though Form 470 asks for such disclosure. IBM, in responding to
these RFPs, did not provide specific prices for specific facilities and
services, nor were such responses requested. Rather, the RFPs
sought general information and prices for acting as a systems inte-
grator, and IBM responded with hourly rates. Subsequently, the
school districts selected IBM and then negotiated a contract for E-
rate-eligible products and services.

After receiving a whistleblower’s anonymous letter in January
2002, USAC investigated and ultimately denied Ysleta’s request for
funding on December 3, 2002, then denied eight other applications
that selected IBM as a systems integrator. On December 8, 2003,
after de novo review of the facts in these multiple cases, the Com-
mission upheld USAC’s denial of 8 of the 9 funding requests, total-
ing over $250 million. The Commission found in general that the
two-step bidding process, that is procurement of a systems inte-
grator followed by private negotiation with that integrator for
goods and services eligible for E-rate support, violated the Commis-
sion’s competitive bidding requirements.

The Commission permitted the applicants denied funding to have
a second chance to receive funding for funding year 2002 and al-
lowed them to seek further bona fide competitive bids. The eight
school districts denied funding resubmitted funding requests seek-
ing a total of $40 million in services, an amount substantially less
than the prior requests. IBM was permitted to bid again but bid
on only one of these applications and was not successful.

The Commission acted unanimously in just over a year after
USAC initially denied funding in the IBM cases, even as it was ad-
dressing numerous other cases and was engaged in general
rulemakings to improve the E-Rate program. In the course of the
IBM cases, USAC denied a quarter of a billion dollars of support
and also denied an additional quarter billion dollars of support for
funding year 2002 to nine applicants in similar circumstances in-
volving IBM. Thus, in the IBM cases, no funding was distributed
and no dollars had to be recovered.

I believe there is more that we can and should be doing. As I in-
dicated at the beginning of my testimony, since the IBM case was
concluded, the Commission has implemented further oversight re-
quirements, and the Bureau has recommended changes to certifi-
cation requirements to the Office of Management and Budget for
approval. We believe these steps will continue to improve our over-
sight over the program, and we will continue to use adjudications,
rulemakings and audits to help us identify areas of E-rate program
administration that are vulnerable to fraud or to confusion that
leads to waste and abuse.
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Thank you, Mr. Chairman, for the opportunity to participate in
your review of the E-Rate program. I look forward to your ques-
tions.

[The prepared statement of Jeffrey Carlisle follows:]

PREPARED STATEMENT OF JEFFREY CARLISLE, CHIEF, WIRELINE COMPETITION
BUREAU, FEDERAL COMMUNICATIONS COMMISSION

Good morning, Mr. Chairman and distinguished members of the Subcommittee.
I was named Chief of the Wireline Competition Bureau on August 4, 2004. As such,
many of the incidents that are the subject of this hearing occurred before my tenure
and I do not have first-hand knowledge of them. I am here, however, to relate the
facts to you as I have ascertained them. More importantly, I am here to commu-
nicate to the Subcommittee that, with respect to the E-rate Program, I am working
hard to achieve three main goals: first, to acquaint myself with the program and
learn about its functioning in detail; second, to get up to speed with the current sta-
tus of pending audits and enforcement actions, including the IBM case which the
Commission concluded at the end of last year; and third to continue and advance
the work already started to improve functioning and oversight of the program, and
thereby eliminate waste, fraud and abuse.

I. THE COMMISSION IS IMPROVING PROGRAM OVERSIGHT

As a program that benefits the public, the E-rate program has matured to such
a level that it has attracted bad actors that bend and violate the public trust. We
began to detect these individuals and entities, in some cases schools or libraries, as
early as 2001, in reviewing audits completed in the year 2000. These individuals
and entities have either gamed the system and exploited loopholes in our rules, or
they have committed outright fraud, and engaged in deceptive practices in an effort
to thwart our system of internal checks and audits. Some turn out to be honest mis-
takes, but some have also resulted in civil and criminal prosecutions. The sheer gall
of some of these deceptions—bid rigging, failure to deliver services already paid for,
falsified forms and kickbacks—is disappointing, given that this is a program to ben-
efit children and library patrons, but it is not surprising. We are dealing with ele-
ments in some instances that acknowledge no moral limits, regardless of the pur-
poses of the program.

Understanding this, the Commission has redoubled its efforts to deter and detect
all forms of waste, fraud and abuse in the E-rate program, and we believe we can
demonstrate good progress toward this goal.

Since the program’s inception, and more recently with the 2002 launch of the
Schools and Libraries Universal Support Mechanism rulemaking, the Commission
has sought to improve the effectiveness, fairness, and efficiency of the E-rate pro-
gram, while preventing waste, fraud and abuse.

In April 2003, the Commission adopted rules to bar participation in the program
of any individuals and companies that have been found criminally or civilly liable
for actions that violate our rules. We already have applied these procedures in three
instances, and we have sought comment on whether to expand the reach of our de-
barment rules.

In December 2003, the Commission emphasized that our rules have always pro-
hibited funding of duplicative equipment and services. To prevent entities from ex-
ploiting discounts on internal connections, the Commission adopted rules to prevent
program applicants from making repeated, uneconomical upgrades or transferring
their purchases to other entities, except in special circumstances. The Commission
also endorsed an initiative to publicize specific lists of services and equipment that
are eligible for E-rate discounts, both to help applicants more easily avoid ineligible
ones and to clarify the scope of the program.

In July of this year, the Commission adopted rules to revise our recovery ap-
proach such that recovery actions are no longer limited to instances in which service
providers have violated our rules, but instead recovery is directed against any party
or parties (including service providers and E-rate applicants) that have committed
rule or statutory violations.

Last month, the Commission adopted the Schools and Libraries Fifth Report and
Order, in which it addressed a number of issues that have surfaced as a result of
audits conducted during the Commission’s oversight of the E-rate program. The
Schools and Libraries Fifth Report and Order strengthens the Commission’s current
process for conducting audits and investigations of the E-rate program in a timely
and efficient fashion. Specifically, the order establishes a framework for determining
the appropriate amount to be recovered when funds are disbursed in violation of the
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statute and our rules. In addition, the order sets forth a framework for heightened
scrutiny for applicants and service providers that have violated our rules in the
past. The order also extends the “red light” rule of the FCC’s existing Debt Collec-
tion rules to bar fund recipients from receiving additional program benefits if they
have yet to repay the fund for past erroneous disbursements. Our “red light” rule
provides that the Commission shall withhold action on any application or request
for benefits made by an entity that is delinquent in its non-tax debts owed to the
Commission, and dismiss all such applications or requests if the delinquent debt is
not resolved. The Fifth Report and Order also responds to recommendations made
by the Commission’s Office of Inspector General (OIG), including codifying USAC
procedures into our rules and strengthening the program’s document retention re-
quirements, so that any misdeeds can be more easily detected and prosecuted. Con-
sistent with the OIG’s recommendations, the order also modifies technology plan re-
quirements to require applicants to have an approved plan that follows the U.S. De-
partment of Education technology plan guidelines, subject to an additional require-
ment that an applicant show that it has the necessary resources to achieve its tech-
nology aims.

In response to recommendations from the U.S. Department of Justice, the Fifth
Report and Order also requires applicants to make important new certifications as
a prerequisite to funding. For example, applicants must now certify that price will
be the primary factor in bid selection, and, as a guard against gold-plating, that
they will select the most cost-effective means to achieve goals of their technology
plans. Finally, the order establishes a process to codify USAC procedures and up-
date those requirements as necessary to protect against waste, fraud and abuse.

This Fall, we will make recommendations to the Commission on revising the
schedule of discounts schools and libraries are accorded under the program, as they
purchase equipment and services. We believe that adjusting the discounts so that
applicants are required to increase their contribution to those purchases will encour-
age schools and libraries to make better economic choices, and further minimize the
opportunities for abuse. We also continue to tighten and monitor the competitive
bidding process to minimize opportunities for waste, fraud and abuse. The potential
weaknesses in a competitive bidding system were highlighted by the facts in the
various 2002 IBM applications.

II. THE IBM CASES ILLUSTRATE THE NEED FOR CONTINUING REFORM AND VIGILANCE

Under the E-rate program rules for competitive bidding, after developing a tech-
nology plan, applicants are required to seek competitive bids on goods and services
eligible for E-rate discounts by completing and posting an FCC Form 470 on the
USAC website. Applicants also must satisfy applicable state procurement rules, wait
at least 28 days after posting before committing to a contract, and in selecting their
service providers, make price the primary consideration. Competitive bidding is a
cornerstone of the E-rate program because it limits waste, ensures program integ-
rity, and assists applicants in receiving the best value for their limited funds.

In the IBM cases, the applicants submitted a broad, generic version of the Form
470 indicating that they were seeking virtually every product and service eligible
for E-rate discounts, rather than developing a list of services actually desired, based
on their technology plans, with sufficient specificity to enable bidders to submit real-
istic bids with prices for specified services. While the Form 470 offered applicants
the chance to inform potential bidders if there was a more specific request for pro-
posal (RFP) that they could consult, the applicants in the IBM cases generally indi-
cated that one was not available, even though they posted such an RFP only five
days after filing their respective Form 470s with USAC.

In the principal IBM case, involving Ysleta Schools District (Ysleta), the applicant
indicated that it was seeking a “Technology Implementation and Systems Imple-
mentation Partner” to “assist the District in preparing applications on the District’s
behalf for E-rate funding...” Five firms responded to Ysleta’s RFP. IBM submitted
a 147-page response that addressed each category in the RFP. In that response, the
only prices that IBM quoted were hourly rates for Systems Integration, ranging
from $394 per hour for a Project Executive to $49 per hour for a Project Adminis-
trator. A “systems integrator” operates in the role of a prime contractor for coordi-
nating services actually delivered by subcontractors. Our rules, however, con-
template a direct relationship between the applicants and the service providers, not
an indirect relationship through an intermediary subcontracting unit.

In its response to the RFP, IBM did not place bids on the specific products and
services that were eligible for E-rate discounts, as required by our rules. Ysleta se-
lected IBM subject to the condition that a satisfactory contract could be negotiated
between IBM and Ysleta over the scope of work and the prices of E-rate-eligible
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products and services. IBM and Ysleta engaged in those negotiations and completed
them on January 17, 2002. The final contract included five statements of work,
ranging from just under $1 million to more than $12 million, each with detailed
specifications, prices, and terms.

Triggered by a whistleblower’s anonymous letter in May 2002, USAC sent a spe-
cial investigator to do a site visit and collect documentation from Ysleta concerning
whether it had the resources to effectively use the services it had purchased. After
reviewing Ysleta’s application and supporting documents, USAC denied Ysleta’s re-
quest for funding on December 3, 2002, based on violations of the Commission’s
competitive bidding rules, and provided Ysleta and IBM with a detailed explanation
for that denial. Soon thereafter, USAC also denied eight other applications that se-
lected IBM as system integrator. On January 30, 2003, Ysleta and IBM sought Com-
mission review of USAC’s decision, and the eight other applicants associated with
IBM filed similar appeals.

On December 8, 2003, after a de novo review of the facts of Ysleta and similar
cases, the Commission upheld USAC’s denial of eight of the nine funding requests
totaling over $250 million, for Ysleta, Donna, El Paso, and Galena Park in Texas;
the Navajo Education Technology Consortium and Albuquerque in New Mexico;
Oklahoma City, Oklahoma; and Memphis, Tennessee. The Commission found, in
general, that the so-called “two-step” bidding process (i.e., procurement of a system
integrator followed by private negotiation with that integrator for the goods and
services eligible for E-rate support) that IBM had participated in with Ysleta and
others had violated the Commission’s competitive bidding requirements.

Specifically, the Commission found in Ysleta that:

1. Ysleta did not attempt to select the products and services that represented the
most cost-effective offerings, with price as the primary consideration. The only
prices that IBM presented were hourly rates for systems integration. No bids
were for prices for any E-rate supported offerings. Ysleta did not request or ob-
tain sufficient data about the prices of IBM’s competitors for E-rate services to
know if IBM’s prices represented the most cost-effective option. Ysleta’s internal
assessment of cost-effectiveness was not sufficient;

2. The manner in which Ysleta and other schools used Form 470 had the effect of
eliminating competitive bidding for the products and services eligible for dis-
counts under the E-rate program, because Ysleta’s form failed to describe the
services that it sought to purchase in sufficient detail to enable potential pro-
viders to formulate bids. Specifically, the structure and content of the RFP
meant that potential vendors of specific services would be unlikely to respond
in a meaningful way to the all-inclusive FCC Form 470;

3. Because Ysleta’s two-step system integration approach was inconsistent with our
competitive bidding requirements and Ysleta failed to demonstrate that it se-
lected IBM with price as the primary factor, it failed to submit a bona fide re-
quest for service, contrary to section 254(h)(1)(B) of the Communications Act;
and

4. Compliance with state and local procurement processes did not exempt Ysleta
from complying with the Commission’s competitive bidding rules.

The Commission found it in the public interest, however, to permit the applicants
that were denied funding to have a second chance to receive Funding Year 2002
support for services that they sought by seeking bona fide competitive bids. In par-
ticular, the Commission found that there was “substantial and widespread reliance”
on USAC’s prior approval of applications that utilized two-step bidding. USAC could
reasonably have been construed as sanctioning the improper two-step bidding proc-
ess by approving a 2001 application by El Paso, which involved IBM. The processing
window for these rebid applications closed on June 9, 2004.

The eight school districts denied funding by the IBM decision have resubmitted
funding requests seeking a total of $40 million in services, an amount that is sub-
stantially less than the prior requests. IBM was permitted to bid again because, as
stated in the order, the Commission believes that its rules were not as clear as we
would have liked, and that IBM may not have realized that its aggressive interpre-
tation of the rules actually crossed the line. As it turns out, IBM bid on only one
of these applications, and it was not successful. As directed by the Commission,
USAC is carefully scrutinizing these requests to ensure that they are consistent
with the Commission rules as clarified in the Order. USAC is also investigating the
circumstances surrounding El Paso’s 2001 application.
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III. THE LESSONS LEARNED FROM THIS CASE

The IBM case illustrates the importance of a robust competitive bidding mecha-
nism in the E-rate program. It also shows the importance of having clear rules. We
continue to be vigilant in pursuing both goals.

The Commission acted unanimously in just over a year after USAC initially de-
nied funding in the IBM cases. The Commission acted decisively and quickly, even
as it was addressing numerous other cases and was engaged in general rulemakings
to improve the E-rate program. In the course of the “IBM cases,” USAC denied a
quarter of a billion dollars in support, and also denied an additional quarter billion
dollars of support for Funding Year 2002 to nine applicants in similar circumstances
involving IBM. Thus, in the IBM cases, no funding was distributed, and no dollars
had to be recovered.

Competitive bidding is critical to the success of the E-rate program. As long as
vendors and suppliers are subject to competition from others who are also eager to
gain a customer, they have a strong incentive to offer a competitive, cost-based price
for E-rate eligible goods and services. Absent competitive pressures, service pro-
viders and applicants may inflate prices to maximize their gains.

Clear rules are also crucial. Private firms and E-rate applicants have incentives
to interpret unclear rules to their benefit, even at the expense of the nation’s stu-
dents, library patrons, and all Americans—the true beneficiaries of the E-rate pro-
gram. The Commission is committed to enforcing, explaining, and, when necessary,
changing its rules to minimize potential for their abuse. Through the ongoing rule-
making process, we are revising and adjusting the program rules to minimize abuse,
as we have done in the recent Fifth Schools Order, while we continue to grant sup-
port to those in need.

Finally, the IBM decisions are an example of the system working. The inquiry
into Ysleta began with an anonymous letter alleging rule violations by IBM. Pursu-
ant to its normal practices, USAC sent a special investigator to do a site visit and
collect documentation, and USAC denied the funding request consistent with our
rules. The Commission followed its normal process by reviewing the record de novo,
and it largely affirmed USAC’s decision, seizing the opportunity to clarify its rules.

We at the Commission are proud of this result. But I believe there is more we
can and should be doing. As I indicated at the beginning of my testimony, since the
IBM case was concluded, the Commission has implemented further oversight re-
quirements, and the Bureau has recommended changes to certification requirements
to the Office of Management and Budget for approval. We are considering further
steps. We believe these steps will continue to improve our oversight of the program,
and we will continue to use adjudications, rulemakings, and audits to help us iden-
tify areas of E-rate program administration that are vulnerable to fraud or to confu-
sion that leads to waste or abuse.

The Commission and its staff remain absolutely committed to making necessary
improvements in the E-rate program. We are happy to provide any assistance to the
Subcommittee and stand ready to offer our technical and subject area expertise as
you move forward. Thank you, Mr. Chairman, for the opportunity to participate in
your review of the universal service fund’s schools and libraries support mechanism,
and I look forward to your questions on these issues.

Chairman BARTON. We thank you, Mr. Carlisle. The Chair would
recognize himself for the first round of questions, and the staff
would put the clock at 10 minutes.

Mr. McDonald, I am going to ask you just some general questions
to set the parameters. Do you know approximately how much
money is being spent each year on the E-Rate program nationally?

Mr. McDoNALD. We have a cap on dispursements and collections
of $2.25 billion annually. We commit up to about that level and we
disperse about 80 percent of that. We actually send checks out for
about 80 percent.

Chairman BARTON. So about $2.25 billion. And has that amount
changed since the program was implemented in the late 1990’s?
Has it been about $2 billion each year?

Mr. McDoNALD. That was the cap, as originally set, and then in
1998 the Commission changed the first fund year from a 12-month
to 18 months and lowered the cap to $1.925. Since then it has been
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$2.25 billion a year, and the Commission has recently provided for
rollover of unused funds for prior year.

Chairman BARTON. Okay. So in the history of the program, we
have expended somewhere around $12 billion; is that just a ball
park figure?

Mr. McDoNALD. I think it is about $8 billion in actual money out
the door.

Chairman BARTON. $8 billion out of the door. As we speak, how
many requests are pending for funding, either for this year or the
next year; do you know, in terms of dollars?

Mr. McDoNALD. We have committed $740 million for the funding
year we are in now, and the cap for this year is $2.4 billion.

Chairman BARTON. So you have expended about a third of the
money that is allocated for this year.

Mr. McDONALD. We have committed, sir. We send letters out to
commit funds, and then as applicants do the work, applicants or
service providers can bill us for that. Our actual expenditures are
much less than $740 million.

Chairman BARTON. Okay. Now, my first question—I just kind of
want to get that in the record so we know what we are talking
about—I believe this is our third hearing on this program, it may
be the fourth hearing, but every hearing it is one horror story after
another. Is this a program that we should suspend any funding
until we can get it right, just stop spending the money until we can
get the program rules right? Mr. Feaster, do you want to take a
shot at that?

Mr. FEASTER. We agree that there has been a series of horror
stories. I think the movement has been in the right direction. From
our perspective, it hasn’t been fast enough. I think it would be a
real major decision for somebody to make to suspend the program.
I think the schools are very dependent upon the money to maintain
connections to the Internet and get new connections. I think that
would be a very radical decision. I think tightening up the proce-
dures, as happened in the past and will hopefully happen in the
future, you will see less horror stories. And we also are instigating
a broad-based audit program using USF funds to check up on more
applicants than we have been doing in the past where we are look-
ing at a program of 250 audits over the next 18 months to identify
major problems.

Chairman BARTON. Mr. McDonald, do you have an opinion
whether we should suspend the program?

Mr. McDoONALD. Sir, I think you would have to weigh it against
disruption to schools and libraries across this country. We have fo-
cused on particular instances that are very troubling. One of the
ones we are here to talk about today, as Mr. Carlisle said, except
for the 2001 money in El Paso, the money did not go out the door;
we stopped it. As I have told the committee before, we are initi-
ating a new program of 1,000 site visits to complement the applica-
tion and invoice reviews we do and the audits we do.

The audits that we have done, and we have worked very closely
with Mr. Feaster and his team on these audits, they have identified
issues but they haven’t identified very many instances of fraud. I
think that the subcommittee staff has done a good job of focusing
on the worst cases. I don’t think that the public should come away
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from these hearings thinking what they are hearing in these
hearings——

Chairman BARTON. By the testimony of one of you gentlemen,
there are 150 program reviewers and you admit that most of it is
self certification. You assume that what they are telling you is the
truth because you just don’t have the staff to really investigate it.
Was that your testimony, Mr. McDonald?

Mr. McDONALD. I believe Mr. Feaster spoke about the self certifi-
cation.

Chairman BARTON. So we are basically on an honor system here.
We have spent $8 billion and there is a real question about how
much of that has been effectively utilized. Mr. Carlisle, do you have
a view on whether we should suspend the program?

Mr. CARLISLE. I would largely agree with Mr. Feaster on this. I
think it would be a radical decision. And if I could provide a little
specificity about why, my understanding is is that it is not as if in
every funding year you are funding schools and libraries from the
ground up to build new systems and establish new connections. A
good deal of the funding is sent out in order to maintain connec-
tions that are already there.

Chairman BARTON. Well, one of my questions is where are we in
wiring our schools? What percent of the eligible schools and librar-
ies have been wired effectively? Do we have any statistics on that?
Are we 90 percent there or 80 percent there?

Mr. CARLISLE. In our recent 706 report, we identified—I can’t
speak to the percent that are eligible for funding, but in the 706
report, we stated that 94 percent of the schools in the country have
broadband access, and somewhere between 94 and 95 percent of li-
braries, I believe, do.

Chairman BARTON. So we are over the 90 percent level. That
would indicate that there is really not a need to continue to fund
at the $2 billion plus year level.

Mr. CARLISLE. Well, a review of that level may be in order, al-
though I would say that, again, you have recurring costs for the
connections that are already there. There are monthly payments
ichat you have to make to keep a broadband line up or a telephone
ine up.

Chairman BARTON. Well, I guarantee you, as long as money is
available, people are going to ask for it. We could double the pro-
gram to $4 billion a year and there would be requests for $4 billion.
We could double that to $8 billion and there would be requests for
$8 billion. If we cut it to $1 billion, if it is really 100 percent—as
we get closer to 100 percent, change the rules a little bit, the user
community will adapt to that and do that effectively.

Well, one of my next questions, since nobody said we ought to
suspend the program, I was hoping somebody would say we should,
but I have to be honest and our expert witnesses here that are in
charge of the program say we shouldn’t, should we restructure the
program so that the local communities that are requesting the
funding have to put more of their local tax dollars upfront to par-
ticipate? In other words, instead of requesting Federal dollars and
you go out and use them, should we set it up so that you go out
and we set out the program requirements. The local school district,
the local library goes out and puts in a system that meets those
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requirements and then gets reimbursed for it. Obviously, if the
local taxpayers are on the hook, the school board members and the
administrators are going to make sure or I would think they would
make sure that those monies are actually effectively used because
it is coming out of their local tax base. Mr. Feaster, do you have
a comment on that?

Mr. FEASTER. I think that would be an excellent idea. From the
standpoint of oversight, the more local money that goes into a sys-
tem, I think the better it is going to be. I would have to defer to
the program operators in terms of the impact on whether the
schools that don’t have that money how that would affect them in
the operation of the program.

Chairman BARTON. Mr. McDonald, do you have an opinion on
that? Just the general concept. I understand that we would have
to do a lot of work to work it out.

Mr. McDONALD. I think you would see a much lower participa-
tion by the poorer schools who would have to come up with that
money upfront. The poorer schools frequently wait for our commit-
ment letters to initiate service because they don’t have that money,
and when they are assured

Chairman BARTON. Well, but now 94 percent have gotten some
connection established, if Mr. Carlisle’s statistics are relevant. So
we are not starting from ground zero. You could set up some sort
of a loan program that a low-income school district could apply for
a loan, and once they show that they are actually spending the
money for what it is supposed to be, they could be reimbursed. I
understand there is a difference between El Paso Independent
School District in far west Texas, it is low income, and in Highland
Park School District in urban Dallas that is one of the higher in-
come districts in the country. I understand that.

So you could have some special provisions for low income partici-
pation based on some sort of a loan program. But unless we force
accountability or at least incentivize accountability at the local
level, if you have got a pile of Federal dollars that are just out
there, people are going to grab at it. It is free money, it is found
money, it is somebody else’s money. So you have got to figure—I
think we have to figure out a way to make sure that there is a real
incentive at the local level to use the money for which it is in-
tended.

Mr. Carlisle, do you have a comment on some sort of a system
where the local dollars go upfront?

Mr. CARLISLE. Well, I think your proposal would certainly create
that incentive. I would have the same concern, although what you
point out about much of the facilities already being in place would
be a countervailing consideration. We are taking steps and will
make a recommendation to the Commission in the next month or
so to lower the discount rate that is currently applied, which would
have the effect of requiring school districts to have more skin in the
game, to put more of their money upfront in order to qualify for
funding. That coupled with a requirement that certain of those re-
cipients would have to do independent audits would also be a con-
trol on the program, an alternative one to what you have suggested
but a control.
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Chairman BARTON. Let the record show that “skin in the game”
is a technical term used at the FCC for the local community to put
more of their dollars at risk in the beginning of the program.

Mr. McDonald, before my time—my time has expired. You wrote
a letter to Mr. Bob Richter who is with IBM Corporation, in charge
of their national E-Rate program. This letter was dated September
16. It is directed toward the El Paso Independent School District
funding for the year 2001, and the amount of money that was dis-
persed under that was a little over $55 million. The thrust of this
letter appears to be that a fair amount of that money may have to
be reimbursed. Do you care to comment of what percentage of that
$55 million this letter indicates might need to be reimbursed?

Mr. McDONALD. Potentially a significant amount of that, and we
have invited IBM to come back to us and help clarify which of
these services that they delivered an invoice for are eligible and
which are not.

Chairman BARTON. But do you think it is going to be in the
neighborhood of $40 million or half of it?

Mr. McDONALD. I don’t think it would be that high. The analysis
attached to the letter walked through the individual pieces of it,
and a portion of the issue is what schools got the services? Were
they schools that qualified for the 90 percent discount rate or was
it the entire school district? And the answer to that question could
be a significant piece, and we just don’t know.

Chairman BARTON. The Chair would ask unanimous consent that
the letter with the attachments be included in the record. I am told
that the minority staff has seen this letter? Is there any objection?
With hearing no objection, this letter is included in the record.

My final question before I turn it over to Ms. DeGette, in the El
Paso case, they were being funded in the $2 million to $4 million
range and then the funding request jumped up to over $60 million.
Is there no protocol within USAC, when you have such a huge in-
crease from a prior year, that that is not automatically red-flagged?
We had the same case in the Dallas Independent School District
where they were going along at an amount of money and then
there was a significant jump in a single year. Does that not raise
some internal flag that needs to be investigated?

Mr. McDONALD. It does since these hearings have begun, sir. 1
think after the last hearing we realized that that should have been
an additional flag for us, and we have made that an automatic step
now.

Chairman BARTON. Okay. The Chair would recognize Ms.
DeGette of Colorado for 10 minutes.

Ms. DEGETTE. Thank you, Mr. Chairman. I agree with the chair-
man that one of the reasons this money has been so grossly mis-
used is because of lack of oversight and local accountability, but my
concern is one that Mr. McDonald articulated, which is that some
of these school districts are so poor, I mean after all the whole pro-
gram is to target poor districts, that they may not have the finan-
cial wherewithal to even come up with an initial amount of money.
And what I would like to explore is I was just telling staff my
daughter in the Denver Public Schools, which does receive this
money, they quit watering the lawn at her high school because
they don’t have enough money to maintain the grass. So I was try-
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ing to think about how they would come up with enough money to
make a major investment in computer wiring, and I think that is
a concern we all share.

But my concern is how do we find alternative ways to ensure
that this money is well spent? And I wanted to ask you a couple
of questions, Mr. Feaster. You testified in your opening statement
that it would take additional enforcement resources to really do the
job that you need to do; is that correct?

Mr. FEASTER. That is correct; yes, ma’am.

Ms. DEGETTE. You have, I think, three folks investigating these
complaints right now; is that right?

Mr. FEASTER. Yes, ma’am.

Ms. DEGETTE. How many staff do you think you would need to
adequately investigate and do this oversight?

Mr. FEASTER. Approximately 16 additional staff. We are in the
process of developing a request for proposals to conduct approxi-
mately 250 audits of the program over the next 18 months. For us
to do that many reviews of the audits, we would need additional
resources.

Ms. DEGETTE. Do you have a ball park sense of the kind of re-
sources you are talking about, a dollar amount?

Mr. FEASTER. For the 250 audits, about $10 million.

Ms. DEGETTE. Ten million? And do you have any estimate about
how much fraud and waste and abuse is going on out there, rough-
ly?

Mr. FEASTER. Based on 135 audits that have been done over the
past couple of years, we found about 36 percent of those people
were not following the rules.

Ms. DEGETTE. Do you have any sense about how much money we
are talking about with that 36 percent, roughly?

Mr. FEASTER. No, I don’t.

Ms. DEGETTE. What do you think—do you have advocate inde-
pendent audits of these applications?

Mr. FEASTER. Yes, I do.

Ms. DEGETTE. Tell me how that would work, and are there addi-
tional rules that can be put into place to beef up independent au-
dits?

Mr. FEASTER. When you say independent audit, I think that the
audits done by my organization or by contractors under my author-
ity is the way to go. USAC also does internal audit—using an inter-
nal audit staff, they also do audits. I think that adds to the number
of audits we do. The concept I think you are talking about is inde-
pendent audits by the school district.

Ms. DEGETTE. That would be helpful too, I would think.

Mr. FEASTER. We would have to review that to ensure that they
are truly independent. If the school district is paying somebody to
do something, they tend to get the results they like. That is always
a possibility.

Ms. DEGETTE. But there is a mechanism that can be put into
place as part of the application process to ensure independent au-
dits by school districts, I would assume.

Mr. FEASTER. We could develop something in coordination with
USAC and the Wireline Bureau.
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1(\1/Is. ?DEGETTE. Now, can USAC funds be used for independent
audits?

Mr. FEASTER. We are going to try to do that with my office and
USAC partnering in some audits.

Ms. DEGETTE. Mr. Carlisle, in your testimony, you said that the
Wireline Competition Bureau is making a recommendation to the
Commission on revising the schedule of discounts that schools li-
braries are quoted under the program. And what this recommenda-
tion would do, as you testified, it would increase applicants to in-
crease their contribution to purchases. And this is what I am con-
cerned about: I am wondering if you are concerned whether these
disadvantaged school districts will have a difficult time paying for
the equipment as a result of the increased costs of the schools, and
has your agency done any research on this issue?

Mr. CARLISLE. My staff is looking into it as part of the process
of making a recommendation. Obviously, any recommendation that
we make to the Commission is going to take that into account.

Ms. DEGETTE. So you don’t have any firm proposal to increase
the cost to the schools of the equipment and services, correct?

Mr. CARLISLE. I have not read the recommendation yet, so I don’t
exactly know what

Ms. DEGETTE. I am sorry, is there a recommendation already?

Mr. CARLISLE. Not before the Commission yet. My staff is in the
process of writing that, which would be a recommended order to
the Commission.

Ms. DEGETTE. And what kind of research is your staff doing to
take ir;to account the financial ability of these poor school districts
to pay*

Mr. CARLISLE. Well, typically, what we do in any rulemaking pro-
ceeding is review the record that we have got on hand, the com-
ments and replies filed, which will include comments and replies
filed by the school districts and advocates on their behalf, and also
have meetings with them to find out what the scope of that issue
is.

Ms. DEGETTE. And what is that—is that comment period open
now?

Mr. CARLISLE. I am not sure—I am sure it is

Ms. DEGETTE. Someone is shaking her head no behind you.

Mr. CARLISLE. I am sure it is closed at this point, but I am not
sure exactly——

Ms. DEGETTE. I mean was there notice to these school districts?

Mr. CARLISLE. It would have been the same public notice that
anyone receives of any rulemaking that we have. So it is publica-
tion in the Federal Register. I don’t know that specific notice was
sent. We have had ex parte meetings with a number of schools al-
ready, schools and libraries already, that would be affected by
changing the discount rate. But in terms of when the initial notice
of proposed rulemaking went out, it would have been the same
publication that the rest of the public received about it.

Ms. DEGETTE. And do you know whether—since the comment pe-
riod is closed, do you know how many comments that you have re-
ceived and from what types of schools and so on?

Mr. CARLISLE. Off the top of my head, no, but I would be happy
to work with your staff to give you that information.
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Ms. DEGETTE. That would be great. Mr. Chairman, I would ask
unanimous consent that Mr. Carlisle be allowed to submit in writ-
ing the kinds of responses to my questions.

Mr. WALDEN [presiding]. Absolutely. Without objection.

Ms. DEGETTE. Thank you. Now, I am wondering, Mr. McDonald,
I think you testified a minute ago in response to the chairman’s
question that you had some concerns about these schools, the
needy schools being able to pay a higher percentage. I am won-
dering if you can elaborate on that answer and tell me why you do
have that concern?

Mr. McDONALD. At a 90 percent discount rate, the schools are
paying 10 percent. If the discount rate were lowered to 80 percent,
the schools would pay 20. That is a doubling of the share they have
to come up with, so from their perspective, that isn’t a trivial im-
pact on them. I am not taking a position about should the rate be
changed or not, just that from that perspective, every 10 percent
decrease in the maximum discount rate is a doubling or tripling of
what the schools have to pay today.

Ms. DEGETTE. Do you know if anybody has done any research on
whether reducing the E-rate contribution from 90 percent to 80
percent would have any effect on the wrongdoers? I mean it still
seems to me that if you have a 20 percent match, there is going
to be an incentive on some people’s part because there is still 80
percent.

Mr. McDONALD. You mean——

Ms. DEGETTE. Where is the tipping point where it would really
create more accountability?

Mr. McDoNALD. You may be aware that USAC formed a Task
Force on Prevention of Waste, Fraud and Abuse last year, and the
task force spent a lot of time on this question. And there were ad-
vocates—the composition of the task force included representatives
of schools, rural schools, urban schools, libraries, service providers,
and there was extensive discussion about this, some people pushing
for maximum 70 percent rate. The task force ended up at 80 per-
cent, very much the kind of issues you were just going through
there. Is the non-discount share large enough to stop the wrong-
doing?

Ms. DEGETTE. Right.

Mr. McDoNALD. Was it still possible for the service provider to
inflate the price and get that money back? That is where they came
out. I have learned more about what is really going on in some of
what the committee has seen, because documents that have come
to your attention have not come to ours. Obviously, they aren’t
sharing these documents with us.

Ms. DEGETTE. And this task force, as I understand it, was pri-
marily composed of vendors, while there were others on the task
force; is that right?

Mr. McDONALD. No, I think it is primarily applicants that
were—vendors and applicants. We tried to get a cross section of all
the stakeholders in the program. So there were a number of school
applicants, a number of library applicants, rural schools, Catholic
schools.
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Ms. DEGETTE. It would be helpful to me, Mr. Cline, if you
could—I am sorry, Mr. McDonald, if you could—the name tags are
over—Mor. Cline says, “Oh, no.”

If you could supplement your testimony with the list of who was
on that task force, that would be very helpful.

Mr. McDONALD. Be happy to do that.

Ms. DEGETTE. Thank you.

[The information referred to follows:]

USAC - WASTE, FRAUD AND ABUSE TASK FORCE MEMBERS
Harry Cook
BellSouth
Local Exchange Carriers (LECs)

Having been involved with the E-rate program since its inception, Harry Cook
has participated with numerous committees, task forces, industry groups and
educational organizations seeking to improve the E-rate program. Asa
service provider who has modified internal systems to better support the
E-rate program, he is also very familiar with how even small changes to
process and operational side of the program impact the service provider's

cost structure.

Sara Fitzgerald
Funds for Leqrning
Consultanis

Sara Fitzgerald is vice president, communications, of Funds For Learning
LLC, an educational technology consulting firm that has focused on the

E-rate program since 1997. Funds For Learning provides support for school
and library applicants throughout all phases of the application process. It
also provides independent consulting support to the vendor community.
Through its web site, Funds for Learning tracks program developments and
offers tools for program stakeholders. Ms. Fitzgerald also serves as

project director of the Consortium for School Networking's Taking TCO to the
Classroom and Safeguarding the Wired Schoolhouse initiatives.

Maureen Foley
Center City Consortium
Parockial schools

As the Administrative Director for a community of Catholic elementary
schools in Washington, D.C., Maureen Foley has been involved with the E-rate
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program since its inception. With a background in information systems and
education, Ms. Foley has worked with the schools to develop technology
plans, negotiate with vendors, complete applications at all phases of the
program and implement technology.

Wayne Hay
Westchester Library System
Libraries

Wayne Hay is the IT Manager for the Westchester Library System (WLS), a
cooperative of the 38 public libraries in Westchester County, New York. WLS
has been an E-rate applicant since the first year of the program, submitting
about 40 applications per year. Mr. Hay has been a member of the American
Library Association E-rate Task Force since its beginning.

Win Himsworth
E-Rate Central
Schools, consultants

Win Himsworth is the Executive Director of E-Rate Central. E-Rate Central,
a division of CentralEd, is a private consulting company specializing in the
provision of E-rate services since 1997. E-Rate Central provides full

E-rate application services for over 100 large- and medium-sized applicants,
serves as the E-rate coordinator for New York State Education Department,
and runs E-Rate Central's nationally recognized web site.

Vicki Hobbs
Rural School and Community Trust
Rural schools

Vicki Hobbs is currently a Telecommunications Policy Analyst with the Rural
School and Community Trust, a national nonprofit foundation, and a member of
EdLiNC, the Education and Library Networks Coalition. Ms. Hobbs has been
involved with research and analysis of the E-rate program since 1995 and
testified before the FCC on behalf of the Regional Education Labs. She has
served as Telecommunications Panel Chair for the Rural Policy Research
Institute (RUPRI) at the University of Missouri; director of an 18-school
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two-way I-TV network; and past president and co-founder of the Missouri
Distance Learning Association. In those capacities she has worked with the
E-rate program as a researcher, an analyst, an applicant, and a consultant.

Toni Pickle
Pioneer Telephone Cooperative
Service providers

Toni Pickle serves as Division Manager for Pioneer Telephone Cooperative,
Inc. For the past seven years, her responsibilities have included:
coordinating all E-rate and QUSF activities for Pioneer Telephone
departments as well as for the applicant community. She has made
presentations on Universal Service and the E-rate Program and Process at
numerous state and regional conferences. She also participated in a team
that assisted in developing information for the "Service Provider's Manual"
on the SLD website.

Gary Rawson
Mississippi Department for ITS
Schools, state networks

Gary Rawson is currently the Infrastructure Planning Coordinator for the
Mississippi Department of Information Technology Services (ITS). He has
served as Mississippi's State E-rate Coordinator since the program’s
inception. Gary served on the SLD's Year Three Task Force representing the
National Association of State Telecommunications Directors (NASTD). He s
the former Chair of the NASTD E-rate Action Committee and is the current
Chair of the Council of Chief State School Officers (CCSSO) National
Alliance of State E-rate Coordinators. The CCSSO Alliance is made up of
approximately 40 states and has a membership of 79 E-rate coordinators. Mr.
Rawson has worked with the SLD through NASTD and CCSSO since the beginning
of the program. Mr. Rawson brings many perspectives to the table: those of
state networks, master contracts, state procurement, and small, rural
applicants.
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Ron Reynolds
California Association of Private School Organizations
Private schools

Ron Reynolds is Executive Director of the California Association of Private
School Organizations, CAPSO is the California state affiliate of the

Council for American Private Education (CAPE), the organizational portal to
the nation's private school community. Mr. Reynolds has devoted 25 years of
service to private education as an organizational executive, professor and
consultant, and has served as the primary reviewer of school technology
plans for a SL.D-certified approving agency.

Lauren Brown
EarthLink
Internet service providers (ISPs)

Lauren Brown is an Accounts Receivable Special Billing Supervisor at
EarthLink, Inc., headquartered in Atlanta, Georgia. Ms. Brown joined the
Finance team in 2002 and got involved with the E-rate program soon
thereafter. Her involvement with E-rate has been managing the project from
an ISP perspective, working with public schools, private schools, and
libraries.

Barbara Stoll

Sprint

Local Exchange Carriers (LECs)

Barbara Buchhorn Stoll joined the Sprint education team in 1998 and has
worked with E-rate ever since. Prior to joining Sprint, Ms. Stoll worked as
a teacher, both in the United States and overseas, and served three years
with the U.S. Department of Education. In addition to her K-12 and E-rate

responsibilities at Sprint, she is active with her twin sons' PTA in the
suburban Kansas City area.

Tony Wening

Missouri Research & Education Network
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Libraries

Tony Wening is Director of State and Federal Programs for the Missouri
Research and Education Network (MOREnet). MOREnet serves K-12 schools,
public libraries, higher education and state government with Internet

access, training, technical support, licensed online resources, and teacher
professional development. Mr. Wening has been involved with the E-rate
program since its inception and currently participates in both the American
Library Association E-rate Task Force and the Council of Chief State School
Officers E-rate Alliance. He also served on SLD's Year Three Task Force.

Robert Westall
School District of Philadelphia
Large urban public school systems

Bob Westall has directed technology services for Philadelphia Public
Schools, the nation's eighth largest school system, since 1997. He has
coordinated Philadelphia's successful implementation and participation in
the Universal Service E-rate program since its inception and has been
actively involved in the program's evolution. Mr. Westall serves on the
Task Force on behalf of the Council of the Great City Schools, a coalition
of 60 of the nation's largest urban public school systems. Urban districts
overwhelmingly represent the largest and most successful beneficiaries of
the E-rate support mechanism and have become key stakeholders in the
continued development of the program in its support for the betterment of
technology in elementary and secondary education.

Alecha Stackle
Dell
Internal connections service providers

As senior marketing consultant to K-12, Alecha Stackle is responsible for
developing programs to enable Dell to address a wide variety of issues
facing the K-12 marketplace. In this role, she is Dell's subject matter

expert for topics ranging from No Child Left Behind legislation to E-rate
funding and is a primary point of contact for Dell's work with educational
organizations such as CoSN, ISTE and the Department of Education. The
programs Ms, Stackle has developed for Dell focus on institutional
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Mr. WALDEN. Mr. McDonald, I want to go to you. Could you turn
to tab 65 in our notebook of information? You will find there a
memo from Mr. Quentin R. Lawson of the National Alliance of
Black School Educators to Mr. Bob Emery, John Colvin and Don
Parker. And attached thereto is a November 2, 2000 letter from
NEC to Mr. Lawson in which you will see—are you on the same?
Okay. In which you will see right off the top he says, “Dear Mr.
Lawson, I am pleased to respond to your letter on behalf of the
VNCI, NEC and IBM,” quote, unquote, “the team.”

And then later on page 2 of that letter he says, on sub 6, “The
teaming agreement related to the team members participation with
one another is in negotiation and will remain the confidential infor-
mation of each member of the team. The team, while fully com-
mitted to supporting NABSE and NABSE’s membership, believes
that any contractual arrangement between NABSE and the team
could be construed inappropriately by third parties.”

And on the third page, he writes—or these people write, Mr.
Colvin, Mr. Emery and Mr. Parker, “As an offset to the costs that
NABSE will incur in support of this partnership, NABSE will re-
ceive an annual payment of 1.5 percent of the cumulative business
ge}rllerlated by the team members in sales to NABSE member
schools.”

Is this some sort of kickback we are dealing with here? How
would you describe this 1.5 percent payment back to NABSE and
this reference to how this might be misconstrued by third parties?

Mr. McDoNALD. My understanding is that NABSE was pre-
senting itself as a disinterested consultant to these school districts,
helping them participate in E-rate. As I mentioned in my testi-
mony, we have denied millions of dollars where that consultant
who is controlling the process of selection of vendor is associated
with those vendors.

Mr. WALDEN. Do you think that is the case here, that NABSE
was associated with the vendors?

Mr. McDoNALD. NABSE certainly has an interest in making sure
the work goes to these vendors, because they make money if it
does. Presumably, they don’t if it does not.

Mr. WALDEN. And what qualifications, from your experience, did
the NABSE people bring to the process as technical qualifications?

Mr. McDONALD. I don’t know, sir.

Mr. WALDEN. Are you familiar with other such agreements where
there is a percentage that goes back based on sales to a third
party?

Mr. McDONALD. I recall the incident of Total Com and there was
an FCC decision on this where we found Total Com was the con-
sultant where whenever they were involved with an applicant, the
applicant chose an outfit called SiteLink to provide internal connec-
tions. We got hold, in that case, of a contract that the applicant
and Site Link would sign that named Total Com a beneficiary of
the contract. It didn’t specify the percentage, as I recall, but pre-
sumably there was some money going back to Total Com based on
getting business for SiteLink. We denied those applications; the
FCC upheld that decision.

Mr. WALDEN. But that is a similar sort of scheme to what we are
reading about here?
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Mr. McDONALD. I would think that is similar; yes, sir.

Mr. WALDEN. And so would this be in violation of your rules
then?

Mr. McDONALD. If this document had come to our attention, we
would have denied these applications.

Mr. WALDEN. Now that this document has come to your atten-
tion, is there a mechanism for recovery if this is in violation of your
rules?

Mr. McDONALD. Yes, sir.

Mr. WALDEN. And is that something you are pursuing?

Mr. McDONALD. Yes, sir.

Mr. WALDEN. All right. Mr. Feaster, from your perspective as the
IG, what is your reaction to this?

Mr. FEASTER. It would be something we would look into. It may
be part of a wider investigation that is ongoing at the present time.
I don’t know that for a fact, though.

Mr. WALDEN. All right. Mr. McDonald, your testimony indicates
that your investigations of El Paso in funding year 2001 have
shown, as you said, there were substantial amounts of ineligible
services funded. Walk me through this process of going back and
recovering on those that you determine are ineligible. Is that hap-
pening? Will that happen in 2001?

Mr. McDONALD. Let me just amend my answer to that last ques-
tion. NEC reached a settlement agreement with the Justice De-
partment and we won’t seek, as I understand it, additional money
from NEC. They settled all their issues with E-rate. So as we go
back to look at the NABSE stuff, as I understand it, we wouldn’t
be looking to take—to recover——

Mr. WALDEN. From NEC. But what about the other participants
in that?

Mr. McDONALD. Yes. Yes. In 1999, we discovered that we had
made some errors in making commitments in the first year. We
were in the middle of an audit, disclosed that to the auditor. That
led to discussions with the Commission and led to issuance of an
order in 1999, the Commitment Adjustment Order, where the Com-
mission directed how do we do this when we discover after the fact
that we have committed money and dispursed money in violation
of the rules? So the process was established back then, and they
have recently amended that process in the fifth report and order
so that previously we could only seek money from the service pro-
vider, now the guidance is to seek it from whoever the guilty party
is, whoever violated the rules. In the old days, there was an oppor-
tunity for the service provider to offset the money owed back to us
from additional invoices that would be otherwise properly paid.
They have eliminated the offset option, so——

Mr. WALDEN. They have to pay you back.

Mr. McDONALD. [continuing] it has to be paid. And they have
moved it under the Debt Collection Improvement Act so that there
is much more teeth in getting the money back and applied the so-
called red light rule to that, that we won’t make any other pay-
ments and we will deny other requests if they are delinquent in
making those payments. The Commission has moved strongly to
tighten up recovery for rule violations.
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Mr. WALDEN. What is your take on the fact that IBM bundled
its consulting services, valued at 7 percent of the cost of each E-
rate project, under the fees charged to the district and EIl Paso?

Mr. McDONALD. I would say they were bundling ineligible serv-
ices and seeking recovery of payments for ineligible services.

Mr. WALDEN. You testified that your investigation of El Paso con-
cluded that the procurement approach was not consistent with the
rules. Is this because of their strategic technology partnership with
IBM? And how else was the procurement approach in violation of
the rules?

Mr. McDONALD. In my testimony, I talked about the two-step ap-
proach, and I think that is the fundamental issue, that they avoid-
ed the competition over prices of goods and services, but there were
a number of other flaws in the processes. As my colleagues have
pointed out, the Form 470 listed virtually every possible product
and services

Mr. WALDEN. Right. That is sort of like saying here is the cata-
log. I want everything in it but I don’t know exactly when or what.

Mr. McDONALD. Yes, sir.

Mr. WALDEN. But make it all available to me at the discount.

Mr. McDONALD. So that doesn’t provide any guidance to would-
be vendors about what do you really want, what should I bid on?
Mr. WALDEN. And have they thought through what they need.

Mr. McDONALD. Correct.

Mr. WALDEN. Isn’t that the underlying issue here?

Mr. McDONALD. Yes, sir. The 470 said there was no RFP. There
was an RFP, and it was very different from the Form 470, as Mr.
Carlisle, I believe, testified. So there were a number of issues in
addition to ineligible services in the statements of work.

Mr. WALDEN. I want to go back just briefly to a comment you
made about where USAC had made some errors in approving funds
and then you later told your auditor. What happens in that case
or in future cases if USAC makes the mistake? Does the district
still have to pay it back or how—I mean where does this equal out?

Mr. McDONALD. In the commitment adjustment order, the com-
mission addressed that and said in a number of instances the mis-
takes we made were rule violations, and for that first year they
waived those. The others were statutory violations that we were
paying for ineligible services or paying for telecommunications
services to be provided by an ineligible telecommunications pro-
vider. They concluded those were statutory violations, and they had
n(il authority to waive those, so we had to seek recovery. Folks
who

Mr. WALDEN. How do you end up with rule and statutory viola-
tion?s when you are administering this program? How did that hap-
pen?

Mr. McDoNALD. Well, the statute is not very detailed, and
the——

Mr. WALDEN. I see.

Mr. McDONALD. [continuing] Commission has obviously done a
lot to flesh this program out in rules.

Mr. WALDEN. All right. Mr. Feaster, you mentioned steps the
Commission has taken to address the programmatic weaknesses
and expressed frustration, though, with the pace of the Commis-
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sion. We have a new gentleman who has just taken over with the
Commission. Can you elaborate on what bothers you with the proc-
ess, what Mr. Carlisle can do or has done since taking over and
what remains?

Mr. FEASTER. I think the full implementation of the DOJ rec-
ommendations on certifications is one positive step. We have had
discussions about that and we have both agreed that our staffs
should work together with DOJ to see how far we can go with those
certification changes. Also, they have some items out for comment
which would tighten up the competitive process aspects of the pro-
gram that we would—we would like to see the requirement for
three bids as a minimum requirement. We think that would help
the process be more competitive and lower the prices for the equip-
ment. The Bureau has a—we know they have a lot to do but we
think that they need to expedite, and I think Mr. Carlisle has com-
mitted to that process.

Mr. WALDEN. Mr. Carlisle, would you like to comment on that?

Mr. CARLISLE. I have committed to that process. I think one of
the first public statements I made after I took the Office of Bureau
Chief was that I had four primary things that we had to get done,
and E-rate was right on there, improving oversight of them. We ob-
viously have many, many things that we have to get done in the
Bureau, but in terms of the things we absolutely have to get done
as top priorities, that is right up there at the top.

My sense is that we are continuing the work that was started
with the 2002 notice of proposed rulemaking. We have already re-
leased three orders at this point, typing up aspects of the program
on our fifth report and order, and we are moving into our sixth re-
port and order, which is the recommendations that we will be mak-
ing in the next month or so. So we are doing the best we can with
what we have got, and we will continue to do so. And I am also
committed to working with Mr. Feaster and also Mr. Fishel at the
Office of the Managing Director and our general counsel.

Mr. WALDEN. We appreciate that. Obviously, you have got a
bucket with a lot of money in it, and a lot of people have been drill-
ing holes in the bottom of it.

Mr. FEASTER. That is true.

Mr. WALDEN. And it is time to plug those holes. Thank you. The
Chair recognizes the gentleman from New Hampshire, Mr. Bass,
for questions.

Mr. Bass. I will pass, Mr. Chairman.

Mr. WALDEN. Chair recognizes the gentlewoman from Colorado,
Ms. DeGette, for further questions.

Ms. DEGETTE. Are we going to do two rounds?

Mr. WALDEN. If you have any further questions you want to ask.

Ms. DEGETTE. Thank you very much, Mr. Chairman. Thank you,
Mr. Chairman. I have actually never known Mr. Bass to pass on
questions, so I wasn’t quite prepared.

Mr. Feaster, I just wanted to ask you, your written testimony in-
dicated that the FCC IG established a working relationship with
the Antitrust Division of the DOJ, in large part because of the
number of investigations that you were supporting involved allega-
tions regarding the competitive procurement process. About how
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many competitive procurement process investigations are you cur-
rently supporting the Antitrust Division with?

Mr. FEASTER. I believe there are about 35. I don’t know if they
are all antitrust related. We work with two groups, actually, the
FBI and the Antitrust people, and I am not sure how that 35
breaks down. Maybe Tom knows.

Mr. CLINE. I am not certain exactly of the active investigations
that are in process how many of them specifically relate to competi-
tive procurement problems. Some of them relate to items such as
paying for goods and services that were not received. But we do
know that we have 35 that are active at the moment, and our office
is actively supporting 18 of those with audit support and work like
that. The others we are monitoring, we are aware of them, and we
respond to requests when we receive them.

Ms. DEGETTE. And that is in addition to the existing work that
you folks have.

Mr. FEASTER. Yes.

Ms. DEGETTE. And that is with the three agents that you have?

Mr. FEASTER. Yes, ma’am.

Mr. CLINE. They are auditors, though, ma’am.

Ms. DEGETTE. Oh, they are auditors. I have just got to say on
behalf of the committee, and I think we would all agree, you folks
have been doing a heck of a job with very limited resources, so
hopefully we can get you some more resources to continue your fine
work.

Mr. FEASTER. Thank you.

Ms. DEGETTE. Now, Mr. Carlisle, I want to come back to you for
a minute because you testified that USAC denied a quarter of a bil-
lion dollars in support to the IBM cases and that no dollars have
to be recovered because funding was never distributed. And Mr.
McDonald talked in his testimony about how USAC was concerned
about funding year 2001 and the ineligible services from IBM. So
I guess my question is if it turns out that El Paso was guilty of
receiving money for ineligible products and services, is the FCC
going to make every appropriate effort to recover those monies?

Mr. CARLISLE. Yes.

Ms. DEGETTE. Okay. My other question, and I don’t know if you
can answer this or someone else, do you all think that if there
hadn’t been this whistleblower letter, that the El Paso case would
have come to light? Would we have found that? Mr. McDonald?

Mr. MCDONALD. In my longer statement, I think it may have not
got into my oral statement, I do believe we would have uncovered
the 2002 pattern. There were so many applicants doing the same
thing, seeking so much money that I believe we would have con-
ducted intensive reviews of those, sought the competitive bidding
documents and learned what the approach was. And I think that
would have led us to look back to El Paso 2001.

Ms. DEGETTE. Do you think it would have happened as quickly
as it did or would it have happened after monies were already dis-
persed?

Mr. McDONALD. I am glad we got the letter.

Ms. DEGETTE. How many cases do you think are out there like
that that haven’t had whistleblower letters? Mr. McDonald?
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Mr. McDONALD. One, the whistleblower hotline is a very effective
tool for us. It does bring our attention to a lot of issues, and we
have a special investigations team that follows up on every com-
plaint we get—telephone calls, letters, whatever. In addition to
that, we have our own pretty intensive review of applications. We
look for similarities across applications that would suggest service
provider involvement in those applications. So we have our own
means at this and we catch a lot of this ourselves without whistle-
blower complaints, but that is a very valuable tool.

Ms. DEGETTE. Well, I understand you have mechanisms in place,
but, as we heard in the last hearing and as we have seen ample
evidence, there are just these gross examples of fraud going on
throughout the country, and I am wondering if there are proce-
dures other than the ones you have in place that can be put into
place so that we can catch these systems like El Paso early on.

Mr. McDONALD. We are in funding year 2004, and the committee
is focused on Puerto Rico was 1998 and 1999; San Francisco I think
was 1999 or 2000. We have gotten a lot more sophisticated from
those early years as we have learned about the abuses of the pro-
gram. After these hearings, we go back and think about the issues
that you have raised and what could we do to literally improve our
procedures to address them. We want to get this right, and we are
looking for every means we can to improve to make sure we get it.

Ms. DEGETTE. So it is your view that since 2000-2001 these gross
abuses are not occurring at the rates they were before then?

Mr. McDONALD. I believe they are not occurring in the rates they
were before then. We have hired certified fraud examiners to look
at these applications, to look for patterns. One of the first things
we do when we get the applications data entered is look for pat-
terns across, look for very large requests from smaller school dis-
tricts, is there a pattern, and then we go look for those.

Ms. DEGETTE. Okay. So then here is my question: If we have
adequate enforcement in place now, why are we talking about low-
ering the E-rate contribution or the formula to 80 percent?

Mr. MCDONALD. Are you asking me that?

Ms. DEGETTE. Yes.

Mr. McDoNALD. Well, I am saying we are getting better. I think
that we are catching this much better than we used to. I don’t
want to represent that there is no fraudulent activity in E-rate
today.

Ms. DEGETTE. What do you think about that, Mr. Feaster?

Mr. FEASTER. It goes back to the fact that we haven’t done
enough work in the audit area to make that statement positively,
but we have indications that waste and fraud is widespread.

Ms. DEGETTE. Do you think it has decreased dramatically since
these new controls have been put into place?

Mr. FEASTER. I don’t know if it decreased dramatically. I think
it has taken a bite out of it. The review process has been strength-
ened. We are doing more audits. We are finding more problems.
The more audits we do, the more problems we find, so I don’t know
whether it is decreasing or we are just finding more or finding less.

Ms. DEGETTE. We don’t really have a way to know right now how
much fraud and abuse is out there, do we?
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Mr. FEASTER. No, we don’t. Hopefully, once I get 250 audits
under our belt, we will be able to tell you.

Ms. DEGETTE. Mr. Carlisle, I want to ask you, many vendors and
school districts have been found guilty—and I recognize that you
are new, so the information you have will be based on what your
agency has been doing—but many of the vendors and school dis-
tricts have been found guilty of violating E-Rate program rules, ei-
ther accidentally or maliciously. Some of the repeat offenders like
IBM have been allowed to continue operating with the E-Rate pro-
gram, and I am wondering why that is.

Mr. CARLISLE. Well, our debarment rules, which were adopted in
April 2003, debar participation in the program of anybody who has
been convicted of a criminal offense related to the program or of
civil fraud or like civil charges related to actions within the pro-
gram.

Ms. DEGETTE. I am sorry, I am confused. Civil actions, you mean
a judgment, a court judgment? Okay. Because people don’t——

Mr. CARLISLE. If they are sued for fraud or there is a DOJ civil
action against them for fraud, yes, exactly.

Ms. DEGETTE. Which is—okay. I am confused, because I thought
that it required a criminal conviction.

Mr. CARLISLE. No.

Ms. DEGETTE. No?

Mr. CARLISLE. In April 2003, we made clear that if there are
civil—if they have been found liable for civil judgments related to
the program, things like fraud, et cetera, they can also be debarred
from the program.

Ms. DEGETTE. Okay. And can these vendors avoid that kind of
finding by entering into a settlement agreement which specifically
doesn’t have a finding of fraud and thereby be eligible for continued
participation in the E-Rate program?

Mr. CARLISLE. Theoretically, they would not have received a con-
viction and also not a civil judgment against them, so, theoretically,
yes. However, my understanding is is that applications submitted
for funding by such vendors would be subjected to a higher level
of scrutiny.

Ms. DEGETTE. Since April 2003, when you folks promulgated
these standards, has there been a civil judgment that would debar
somebody from eligibility under the E-Rate program?

Mr. CARLISLE. Not to my knowledge, although we have debarred
individuals on the basis of criminal convictions.

b Ms‘.? DEGETTE. Right. And how many have been debarred on that
asis?

Mr. CARLISLE. Three, and we have pending action on several oth-
ers.

Ms. DEGETTE. And who was that?

Mr. CARLISLE. Oscar Alvarez, John Angelitis and Duane May-
nard.

Ms. DEGETTE. So those were three individuals who were con-
victed. What about some of these big companies? Has any company,
has any corporation been debarred?

Mr. CARLISLE. I believe the Enforcement Bureau currently has
under consideration debarment of NEC, but they have not yet com-
pleted that proceeding.
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Ms. DEGETTE. And that has been a criminal proceeding as well,
NEC, right?

Mr. CARLISLE. I believe so, yes.

Ms. DEGETTE. Thank you.

Mr. Bass [presiding]. The Chair recognizes himself for 10 min-
utes. Mr. Feaster, did you agree with the Commission’s order re-
garding the IBM matter?

Mr. FEASTER. Yes and no. First, we agreed with the Commission
agreeing with USAC in denying the applications. The no is that we
thought they were—that the schools played a role in the misdeeds,
that there should have been action taken against the schools and
also against IBM. Basically, the order let them redo it, and we
think that IBM shouldn’t have had the opportunity to rebid, and
the schools should have lost the money.

Mr. Bass. What are your specific concerns regarding the pro-
gram’s competitive bidding requirements? What do you believe is
the effect of weakness in this area of program design?

Mr. FEASTER. The effect is basically to cost the Universal Service
Fund more money. The lack of competition means higher prices
paid for equipment. The long-range effect is that the schools that
are the neediest end up losing money because the fund is capped.

Mr. CLINE. Sir, if I could expand on that as well.

Mr. BAss. Sure.

Mr. CLINE. We believe that the current competitive process that
is utilized for E-rate funding decisions—or applications, excuse me,
is based upon some faulty assumptions. There is an assumption
that the posting by the applicant of the 470 on USAC’s web site
for 28 days is going to generate a cycle of competitive activities,
that there will be vendors looking at these 470’s and there will be
this activity of phone calls and discussions. And we could certainly
not say anything to the extent that that may or may not be true,
but our audits indicate that that frequently does not happen. The
posting of the 470—the 470 is too general for vendors to be able
to generate good and competitive and sort of point-on bids that
meet the schools needs, and frequently that just does not generate
the level of competition that was originally envisioned by this proc-
ess.

Mr. Bass. Mr. Feaster, what are your specific concerns regarding
the program’s reliance on self certification? What do you believe is
the effect of weaknesses in this area on the program design?

Mr. FEASTER. Well, the conclusion we have reached regarding
certification is that the bad guys will certify anything, and we rec-
ommended that the Bureau take the DOJ recommendations and
implement them on their forms to strengthen the language on the
forms and let the antitrust people when they do find misconduct
to take the appropriate legal action. That has partly been done,
and we were working with the Bureau to implement the other
ones, other recommendations that hadn’t been fully implemented
yet.

Mr. Bass. What do you think it is—the weakness in this area,
what effect do you think it has on program design, in general? How
does it affect the rest of the process?

Mr. FEASTER. Well, the certification process is a major foundation
of the program, and if people are certifying to things that they
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haven’t done, we allow funding to occur for when it shouldn’t occur.
So, again, it goes back to money being misused by the applicants
of the program. That means less money for the truly needy appli-
cants.

Mr. CLINE. If I could expand——

Mr. BAss. Yes.

Mr. CLINE. [continuing] another thought on that matter. What
we frequently run into in discussions with the certifications, again
with the Antitrust Division, is the lack of strength that the certifi-
cations as they currently are is sort of ignoring the impact of some
of the actions the Commission has taken recently to improve the
certifications and forms. Discussions we have had with numerous
antitrust attorneys indicate that these certifications provide no
strength, they have no basis by which they can make charges.

An interesting fallout of some of the charges and some of the
charges that are being worked on in active investigations under the
E-Rate program is they, to our knowledge, never include a charge
of false statements. Now, in government contracting, in grants, in
numerous other activities involving the transfer of Federal funds,
false statements is kind of one of those bread and butter charges.
Typically, if you have committed a crime, you have made a false
statement. I think it is telling that we have no charges of false
statements in this program, and it goes back to the weakness with
the certifications.

Mr. Bass. Mr. Feaster, in testimony today, we hear that El Paso
Independent School District’s $27 million maintenance operation
was, “consistent,” with its technology plan. Do you believe rules re-
gar‘gling technology plans are sufficient to prevent wasteful spend-
ing?

Mr. FEASTER. No, we don’t. One of the findings that we have
come up in our audits is the difference between program rules and
implementing procedures established by USAC, and we have been
recommending that those implementing procedures be codified by
the Commission in order to bring them up to the status of rules
where we could take money back for violation of those. One of
those areas is the tech plan, that there are a lot of implementing
procedures that we would like to see codified.

Mr. Bass. Mr. McDonald, if you would be good enough to turn
to tab 38 and 39.

Mr. McDONALD. Yes, sir.

Mr. BAss. Mr. McDonald, tab 38 and 39. One issue with the stra-
tegic partnership approach is the vendor getting—an example of
the vendor getting too involved in the application process. These e-
mails used the term, “verbal commit.” What do you make of that?
What does that imply to you about the integrity of the competitive
process?

Mr. McDoONALD. It appears that the verbal commit is occurring
before the Form 470 is even posted, which is a violation of the
rules. The Form 470 is to be posted, wait 28 days, consider all the
bids you got and choose the most cost effective. It appears that
wasn’t followed in this instance.

Mr. Bass. And, obviously, the—well I am not going to answer the
question for you—what does it imply about the integrity of the
competitive process? It is pretty self evident.
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Mr. McDONALD. Yes. The commitment was made before it was
even begun.

Mr. Bass. Right. You state that you would probably have caught
the El Paso-IBM patterns absent the anonymous letter; is that cor-
rect?

Mr. McDONALD. Yes, sir.

Mr. BAss. Do you think your processes would have captured the
full pattern of activity?

Mr. McDoNALD. We didn’t see these documents. I think your
powers to get documents are better than ours.

Mr. BAss. Well, have you changed your procedures since then to
make sure you can catch such an activity?

Mr. McDoNALD. We have certainly broadened our scrutiny of the
competitive process and sought—much more than we used to—we
are seeking the RFPs, all bids that were received, evaluation work-
sheets to see how the winning vendor was selected. We are doing
much, much more of that than we used to.

Mr. BAss. Later we will hear from Charles Tafoya, the super-
intendent of the El Paso Independent District who alleges in his
written testimony that USAC unexpectedly denied their year 6
funding request. It might be a form of retaliation. What can you
tell us about this application and why it was denied?

Mr. McDoNALD. We did subject El Paso to heightened scrutiny
in funding year 2003 based on denying its application in 2002. Part
of the review was whether they had secured access to the necessary
resources to make effective use of the discounts, and we were not
able to get clear documentation that they had budgeted for the
non-discount share for all the services they were requesting. So we
denied on that basis. If they think that is incorrect, that they did
present that documentation to us, they can appeal to the FCC if
they do that timely.

Mr. BAss. One last question, Mr. McDonald. What is the appro-
priate role for a consultant in the E-Rate program, and what is
your understanding of Judy Green’s role in the NEC BNS case? In
your opinion, do you think it was appropriate?

Mr. McDONALD. A consultant ought to not have any ties to serv-
ice providers. If the consultant is going to control the process, have
any influence on the process to select the service provider, that con-
sultant needs to be an arms length from everybody, just as the ap-
plicant needs to ensure a fair and open process, selection of the
most cost-effective provider. If I understand Ms. Green’s relation-
ship, she had a relationship to the vendors that were selected to
do the work.

Mr. BAss. Which, obviously, was not appropriate.

Mr. McDoNALD. Not appropriate.

Mr. Bass. All right. Thank you, Mr. McDonald. My time has ex-
pired. The committee has completed questioning of this panel. We
have no further questions to submit at this time. We are about to
have votes called on the floor of the House, so what the Chair
would like to do is to call a recess of the subcommittee until such
time as the votes are complete, at which time we will swear in the
second panel. With that, the Chair will declare a recess.

[Brief recess.]
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Chairman BARTON The subcommittee will come back to order.
We are now ready to call the second panel forward, but before we
do that, we are going to show a brief video regarding the E-Rate
program, which has been produced by committee staff during the
course of this investigation. So could we dim the lights and show
the video? Produced to the committee staff, not produced by the
committee staff. Do we have sound on this?

[Video plays.]

The MODERATOR. The expanded use of computers in schools is
leading to important transformations tied to the use of multimedia
applications, broadband width communication pipes and widely dis-
tributed connectivity to the Internet, exposing students and teach-
ers to an exciting world of synchronous distance learning, stream-
ing audio and video and a host of other digital advances.

For many schools, however, especially those in high poverty and
geographically isolated communities, a lack of access to this new
technology is a serious problem. They are caught in the digital di-
vide. The National Alliance of Black School Educators, known as
NABSE, stands ready to help schools bridge that divide through
the federally funded E-Rate program. Recently, NABSE has put to-
gether a program designed to help schools achieve the funding they
deserve from the often complicated E-rate process. This program
utilizes NABSE’s considerable experience in the application proc-
ess, combined with the technical expertise of NABSE’s world-class
technology partners, NEC, IBM and VNCI, among others.

Video SPEAKER 1. Certainly one of NABSE’s major goals is to
bring the latest state-of-the-art equipment, methodologies and best
practices to its members. And with the advent of the E-Rate pro-
gram, NABSE is very pleased that we have entered a partnership
with our three or four hybrid organizations, and these are tech-
nology firms who are making it much easier for the NABSE schools
to apply for E-rate funds, providing technical assistance in com-
pleting the application, conducting the research. So we are appeal-
ing to NABSE superintendents, to the principals, that when you
hear about this program that you will call us right away and re-
quest, at no cost to you, assistance from the support group so we
can assure that, one, you are getting the maximum amount of the
E-rate funds that is allowable for your school district.

Video SPEAKER 2. Our children are video learners. We have a
multimedia generation of children in our public schools today, but
yet we have an educational system that is designed to teach them
in a black and white format. That is probably the easiest way to
say it. Chalk and erasers, that is not the way our children are
learning.

The MODERATOR. The E-Rate program was authorized by Con-
gress as a part of the Telecommunications Act of 1996. The E-Rate
program provides all public and private schools and libraries access
to affordable telecommunications and advanced digital tech-
nologies.

Video SPEAKER 3. NABSE was able to partner with the Jasper
County School District, partner with VNCI and we began the proc-
ess of developing our needs and desires for the Jasper County
School District. And so it was not—I can’t say that it was ex-
tremely easy because it wasn’t, but it wasn’t quite as difficult as



49

it could have been if we did not have the partnership, and that was
the key factor.

Video SPEAKER 4. NABSE has really in its mission, if you look
at our mission, one of our goals speaks to partnering with individ-
uals, organizations, institutions and entities of all forms. We wel-
come the partnerships, and more importantly we welcome the spir-
it in which the partners have come forth.

Video SPEAKER 5. If a small school district thinks that they can
develop all of the technology that is needed by their students for
the future, if they think they can do that alone, then they are sadly
mistaken. And when we were able to get all of the help and the
assistance from NABSE, then the amount of money that we re-
ceived went through the ceiling. Ten and a half million dollars for
a district this size is basically unheard of. A million dollars versus
$10 million, big difference. A million dollars, you can put in a few
wires; $10 million, you can do video conferencing, and that is even
better.

The MODERATOR. Most rural schools, due to their locations, do
not have access to the world-class technology that NABSE’s part-
ners provide. These partnerships give both the rural and urban
schools the ability to do the accurate technology needs assessments
required for E-rate applications. To aid school districts in acquiring
the technology they need, NABSE has developed consulting serv-
ices which partner with several world-class companies: NEC, IBM
and VNCI, among others. These partnerships, combined with
NABSE’s assistance throughout the application process, have made
the E-Rate program a success for districts large and small.

Video SPEAKER 6. In terms of a very small school district like I
have, yes, it was very important to have NABSE’s assistance. I do
not have the time nor the staff, and NABSE has been able to assist
our school district in obtaining over $88 million in funds. My school
districts received approximately $9.8 million apiece.

Video SPEAKER 7. NABSE, NEC Business Relations and VNCI for
Jasper County School District have proven to be perfect partners.
The technical people from VNCI and NEC, as a matter of fact, they
came in so quickly it almost scared me.

Video SPEAKER 8. Why this team is so important is that they do
this every day. They have people on their staff who are trained and
who will be able to answer the technical questions, who will be able
to research information. They know how other school districts have
done it, so they are able to bring that knowledge and information
to bear to be sure that the NABSE school district gets the max-
imum amount of funds available.

The MODERATOR. To bridge the digital divide, today’s schools
need technology solutions that span the entire range of products
and services required in the field of education. NABSE’s technology
partners offer a wide range of desktops, laptops and high-quality
monitors. With today’s trends toward optimal speeds, it is essential
to be on the cutting edge of PC processing. Video solutions are be-
ginning to be developed in progressive districts and campuses. Dis-
tance learning has allowed the K through 12 and campus educators
to expand beyond the walls of their facilities. Classroom content is
boundless.
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Video SPEAKER 9. Students will be able to see resources, they will
be able to see things around the world in real time that they have
never been able to see before.

Video SPEAKER 10. They love, they want it, and we must bring
that technology to the students. They deserve it, and we owe them
our very best.

The MODERATOR. NABSE and its partners are well versed in the
E-rate application process. NABSE personnel can help school dis-
tricts fill out the application, while the technology partners can
help in the needs assessment criteria. For assistance in E-rate ap-
plications, technology planning and needs assessment, school dis-
tricts should contact NABSE before the window of opportunity is
gone.

Video SPEAKER 11. We appeal to the superintendents, to prin-
cipals, to the technology directors to pursue this project with vigor.
As we have stated before, it certainly isn’t going to last forever.
Some corporate member of the school district must come to us, let
us know that they are interested, because otherwise the funds will
go to other school districts. When their program ends, then we will
find that once again many of the older schools in central city that
will be operating for the next 30 or 40 years will not be wired. The
students will be deprived of this, and therefore the digital divide
will become broader and wider and wider as the years go.

[Video ends.]

Chairman BARTON. All right. At this time, the Chair is going to
use an unusual procedure. The second panel consists of seven indi-
viduals: Ms. Judy Green, a former E-rate consultant for Video Net-
work Communications; Mr. Quentin Lawson, the executive director
of the National Alliance of Black School Educators; Mr. Carl
Muscari, former president and CEO of Video Network Communica-
tions; Mr. Robert McCain, program manager for NEC BNS; Dr.
Emma Epps who is superintendent of the Ecorse Public School Dis-
trict; Dr. Douglas Benit, former facilities director for the Ecorse
Public School District; and Dr. William Singleton who is the super-
intendent of the Jasper County Schools in Ridgeland, South Caro-
lina.

Some of you have indicated that you are going to refuse to an-
swer questions and use your constitutional guarantee to plead the
Fifth Amendment. So we are going to call the individuals who we
believe are going to exercise that right forward first. So at this
time, we are going to call forward the following witnesses: Ms.
Judy Green, Mr. Quentin Lawson and Mr. Carl Muscari. If you in-
di\kf)ilduals would please come forward. And you can be seated at the
table.

We do need to indicate for the record that Ms. Green and Mr.
Lawson declined to come forward voluntarily and were subpoenaed
and they did answer their subpoena. Ms. Green was subpoenaed to
attend our July 22 hearing, but U.S. marshals were unable to find
her to serve the subpoena. Ironically, on the very day that we held
that hearing, Ms. Green’s attorney notified the committee staff that
he had actually been retained.

During the last hearing then, I explained how serious this com-
mittee takes its need to get testimony and how serious we are
about our subpoenas being honored. I indicated that we would
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again subpoena Ms. Green. We have done that and to her credit
she has answered that subpoena. But we will take every action
under the law in doing our oversight responsibility for the people
of the United States to compel attendance when we deem that it
is necessary to get the facts of the issues that are under investiga-
tion.

I think each of you individuals know that it is the practice of this
subcommittee to take testimony under oath. Does anybody here op-
pose testifying under oath? Let the record show that two of the
three shook their head. Mr. Muscari, you haven’t indicated. Do you
have a problem with testifying under oath? Okay. You also know
that you have the right to be advised by counsel. Do you all have
counsel here? Could each of you bring your counsels forward and
speak into the microphone and let us know who those individuals
are. Ms. Green? You have got to push that button. There is a little
button you have to push to turn the microphone on.

Mr. LINCENBERG. My name is Gary Lincenberg, counsel for Ms.
Green.

Chairman BARTON. Okay. Mr. Lawson?

Mr. LAWSON. Pete Harrison.

Chairman BARTON. And he is your counsel?

Mr. LAWSON. He is my counsel.

Chairman BARTON. Okay. Mr. Muscari?

Mr. SAVAGE. It is Joseph F. Savage, Jr. for Mr. Muscari.

Chairman BARTON. Okay. Will each of you individuals please
rise, raise your right hand?

[Witnesses sworn.]

Chairman BARTON. Be seated.

The Chair will now recognize Ms. Green for the purposes of mak-
ing an opening statement if you so desire. Do you wish to make an
opening statement?

TESTIMONY OF JUDY GREEN, FORMER E-RATE CONSULTANT,
VIDEO NETWORK COMMUNICATIONS; ACCOMPANIED BY
QUENTIN LAWSON, EXECUTIVE DIRECTOR, NATIONAL ALLI-
ANCE FOR BLACK EDUCATORS; CARL MUSCARI, FORMER
PRESIDENT AND CEO, VIDEO NETWORK COMMUNICATIONS;
ROBERT MCCAIN, PROGRAM MANAGER, NEC BNS; EMMA
EPPS, SUPERINTENDENT, ECORSE PUBLIC SCHOOL DIS-
TRICT; DOUGLAS BENIT, FORMER FACILITIES DIRECTOR,
ECORSE PUBLIC SCHOOL DISTRICT; AND WILLIAM SIN-
GLETON, SUPERINTENDENT, JASPER COUNTY SCHOOLS,
RIDGELAND, SOUTH CAROLINA

Ms. GREEN. No.

Chairman BARTON. Okay. Let the record indicate that Ms. Green
declined to make an opening statement. The Chair would now rec-
ognize Mr. Lawson for purposes of making an opening statement
if you so desire.

Mr. LAWSON. No.

Chairman BARTON. Mr. Lawson declines to make an opening
statement. The Chair will now recognize Mr. Muscari to make an
opening statement if he wishes.

Mr. MuscARI I have no opening statement. Thank you.
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Chairman BARTON. Mr. Muscari also declines to make an open-
ing statement. The Chair will then recognize himself for 10 min-
utes for questions.

Ms. Green, on July 22, 2004, we heard from the San Francisco
City Attorney’s Office about an elaborate conspiracy between indi-
viduals at NEC BNS and VNCI, including you, George Marchelos
and others in which the co-conspirators eliminated competitive bid-
ding and inflated prices on contracts related to the E-Rate pro-
gram. As you know, NEC BNS ultimately pleaded guilty to con-
spiracy to suppress and eliminate competition for the E-Rate pro-
gram projects and to wire fraud. As a former employee of VNCI,
were you part of the conspiracy by NEC BNS, VNCI and others to
defraud the E-Rate program by rigging bids, inflating contract
prices, forging the signatures of school district officials and lying to
USAC officials during their review of that process?

Ms. GREEN. On advice of counsel, I respectfully decline to answer
that question based on my Fifth Amendment constitutional right.

Chairman BARTON. Ms. Green, are you refusing to answer all of
this committee’s questions on the right against self-incrimination
which is afforded to you under the Fifth Amendment of the United
States Constitution?

Ms. GREEN. Yes, sir.

Chairman BARTON. And is it your intention to assert such right
in response to all further questions from the subcommittee today?

Ms. GREEN. Yes, sir.

Chairman BARTON. Given that, I will dismiss you at this time,
but I want to make it perfectly clear that you are still subject to
being recalled by this subcommittee if we deem it necessary. Do
you understand that?

Ms. GREEN. Yes.

Chairman BARTON. If you don’t, now is the time to——

Ms. GREEN. No. Can I just——

Chairman BARTON. If you say anything, you are going to have to
answer every question.

Ms. GREEN. All right.

Chairman BARTON. I am not going to play games with you. You
have got the right to take the Fifth Amendment, which you have
done, but once you answer one question, then you have waived that
right, and we could ask you many questions. So at this time, I am
going to excuse you subject to recall if necessary.

We are now going to go to you, Mr. Lawson. We have just seen
a video that NABSE, of which you are affiliated with, produced,
marketing their E-Rate program. You appear in that program. The
video refers to an E-rate-related partnership between NABSE,
VNCI, NEC BNS and others. As the executive director of NABSE,
were you aware of the conspiracy by NEC BNS, VNCI, Judy Green,
George Marchelos and others to defraud the E-Rate program by
rigging bids and inflating contract prices?

Mr. LAWSON. Mr. Chairman, as you know, there are ongoing Fed-
eral criminal investigations into the same events that are the sub-
ject of this hearing. I have fully cooperated with the officials con-
ducting these criminal investigations; however, in view of the open-
ended Federal criminal investigations that are currently ongoing, I
reluctantly, and contrary to my desire to testify, will follow the ad-
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vice of my legal counsel and respectfully decline to testify based
upon my rights under the Fifth Amendment to the United States
Constitution. I hope that the subcommittee will not draw a nega-
tive inference from my assertion of this basic constitutional right
guaranteed by the Bill of Rights. I respectfully request that the let-
ter prepared and submitted by my counsel, dated September 17,
2004, be considered part of the record of this hearing.

Chairman BARTON. Are you refusing to answer the question
based on your constitutional rights under the Fifth Amendment?

Mr. LAWSON. Yes.

Chairman BARTON. Then we cannot accept the letter that you
just asked that we put into the record. Ms. DeGette has already
indicated that she would object, I would object, Mr. Walden will ob-
ject. You can’t have it both ways. You can’t honor your rights under
the Fifth Amendment and then, I won’t say sneak into the record,
but llzut into the record something that is to your benefit, so to
speak.

Mr. Lawson, are you refusing to answer all of the questions on
the rights against self-incrimination afforded to you under the
Fifth Amendment of the U.S. Constitution?

Mr. LAWSON. Yes.

Chairman BARTON. And is it your intention to assert such right
in response to all further questions from the subcommittee today?

Mr. LAWSON. Yes.

Chairman BARTON. Given that, with the understanding, as we
just explained to Ms. Green, that there may be further requests for
you to come before this subcommittee, I am going to dismiss you
at this time, subject to the right of recall if necessary. Do you un-
derstand that?

Mr. LAWSON. Yes.

1Chairman BARTON. Okay. Then at this time, you are excused
also.

Mr. LAWSON. Thank you.

Chairman BARTON. Mr. Muscari, on July 22, 2004, we heard tes-
timony about an elaborate conspiracy between individuals at NEC
BNS and VNCI, including Judy Green, George Marchelos and oth-
ers, in which the co-conspirators eliminated competitive bidding
and inflated prices on contracts related to the E-Rate program. As
you know, NEC BNS later pleaded guilty to conspiracy to suppress
and eliminate competition for the E-Rate program projects and to
wire fraud. As a former president and CEO of NEC BNS, were you
aware of this conspiracy by your company, or your former company,
VNCI, Judy Green, George Marchelos and others to defraud the E-
Rate program by rigging bids, inflating contract prices, forging sig-
natures of school district officials and lying to USAC during its re-
view process?

Mr. MuscCARI. Mr. Chairman, based upon the advice of my attor-
neys, I respectfully decline at this time to answer based upon my
rights under the Fifth Amendment of the U.S. Constitution.

Chairman BARTON. And, Mr. Muscari, are you refusing to answer
all of these questions based on your right against self-incrimination
affogded to you under the Fifth Amendment of the U.S. Constitu-
tion?

Mr. MUSCARI. I am.
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Chairman BARTON. And is it your intention to assert such right
in response to all further questions from the subcommittee today?

Mr. MUSCARI. Yes.

Chairman BARTON. Given that, as long as you understand that
you are still subject to being recalled by the subcommittee at a date
future, I am going to dismiss you at this time, again, subject to the
right to be recalled. Do you understand that?

Mr. MUSCARI. I do understand, yes.

Chairman BARTON. Okay. Then you too are excused, sir.

At this time, the Chair will now call forward the remainder of
our panel from Panel 2: Dr. Emma Epps, superintendent of the
Ecorse School District in Ecorse, Michigan; Dr. Douglas Benit, the
former director of facilities at Ecorse School District; Dr. William
Singleton, the superintendent of the Jasper County School District
in Jasper County, South Carolina; and Mr. Robert McCain, the
former NEC BNS project manager at Ecorse School District who is
appearing before us by video link. If those of you that are in the
chamber will come forward and be seated at the table.

As each of you individuals know, this subcommittee conducts its
investigative hearings by taking all testimony under oath. Do any
of you object to testifying under oath? Let the record show that all
three individuals said that they are willing to testify under oath.

You also have the right to be advised by counsel under the Con-
stitution of the United States of America. Do any of you have coun-
sel that are with you today?

Ms. EPPs. Yes.

Chairman BARTON. Dr. Epps, would you read into the record
your counsel, please, ma’am? You just push the button.

Mr. ALLEN. Yes, Mr. Chairman. Floyd Allen, representing Dr.
Epps and Dr. Benit.

Chairman BARTON. Okay. Dr. Benit, do you have—oh, he is coun-
sel for both of you. Dr. Singleton, do you have counsel with you?

Mr. SINGELTON. No.

Chairman BARTON. Okay. Will all of you please stand and raise
your right hand? Oh, Mr. McCain, do you object to testifying under
oath?

Mr. McCAIN. No.

Chairman BARTON. You also have the right to be advised by
counsel. Do you have a counsel with you today?

Mr. McCAIN. Yes, Mr. Sutra.

Chairman BARTON. Could you bring him into the video.

Mr. SUTRA. Good morning, Mr. Chairman. Steve Sutra.

Chairman BARTON. Okay. Mr. Sutra needs to stay in camera
range, because he is going to have to be sworn too. So would
all—

Mr. SUTRA. I am not getting sworn.

Chairman BARTON. Are the attorneys—I thought they did. Will
our witnesses please stand to be sworn and raise your right hand.

[Witnesses sworn.]

Chairman BARTON. Be seated.

Okay. Mr. McCain, we are going to recognize you for 7 minutes.
Your statement is in the record, and if you would like to elaborate
on that, we would like to have your elaboration.

Mr. McCAIN. No statement, sir.
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Chairman BARTON. No statement. Okay. Dr. Epps, would you
like to make an opening statement?

Ms. Epps. No, sir, I have no statement.

Chairman BARTON. Okay. Dr. Benit, would you like to make an
opening statement?

Mr. BENIT. No, sir.

Chairman BARTON. Okay. Dr. Singleton, would you like to make
an opening——

Mr. SINGELTON. No, sir.

Chairman BARTON. So we have nobody that wishes to make an
opening statement. Okay. The Chair would suspend for just a sec-
ond.

[Pause.]

Chairman BARTON. The Chair is going to recognize Mr. Walden
for 10 minutes.

Mr. WALDEN. Thank you, Mr. Chairman. Mr. McCain, when you
were NEC BNS’ project manager at Ecorse School District, what
were your job responsibilities?

Mr. McCAIN. My responsibilities were to install the products that
were within the job package and get them operational and turn
them over to the school district.

Mr. WALDEN. And what year did NEC BNS conduct work for
Ecorse while you were the project manager?

Mr. McCAIN. The work started in February 2001.

Mr. WALDEN. And who was your primary contact at Ecorse
School District, sir?

Mr. McCAIN. Dr. Benit.

Mr. WALDEN. Dr. Benit. Okay. And did you interact or work
often with Dr. Epps?

Mr. McCAIN. No.

Mr. WALDEN. Did you work at all with Judy Green from VNCI
while managing the Ecorse project?

Mr. McCAIN. No.

Mr. WALDEN. Who built the TV production studio for Ecorse?

Mr. McCain. NEC.

Mr. WALDEN. NEC. Okay.

Mr. McCAIN. Yes, sir.

Mr. WALDEN. Whose idea was it to provide Ecorse School District
with a TV production studio?

Mr. McCAIN. That was from information we received from Dr.
Benit.

Mr. WALDEN. So it was Dr. Benit’s idea to build the TV studio?

Mr. McCAIN. Yes, sir.

Mr. WALDEN. Please turn to the NEC document numbered 6345.
That is 6345. How much money was awarded to Ecorse School Dis-
trict by the E-Rate program for funding year 2000?

Mr. McCAIN. The document 6345 indicates $4,135,969.81.

Mr. WALDEN. That is what it shows. Mr. McCain, please describe
document 6347. What is Dr. Benit insisting on dollar values for,
“in-kind items,” document 6347?

Mr. McCAIN. His inquiry was to identify the in-kind dollars and
what that detailed reference to products that were being proposed
for installation.

Mr. WALDEN. And at document 6348, go to that one.
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Mr. McCAIN. Yes, sir.

Mr. WALDEN. Why does Dr. Benit describe the TV studio as being
at a “critical status?”

Mr. McCAIN. That was to interface with the current onsite con-
struction contractors to make ready the rooms for the TV produc-
tion studio.

Mr. WALDEN. All right. So you had contractors onsite doing wir-
ing installation, and from your recollection, he felt it was impor-
tant, it was a critical status for the TV studio.

Mr. McCAIN. Yes, sir.

Mr. WALDEN. Mr. McCain, looking now at document 6350 and
6351, do you have those in front of you, sir?

Mr. McCAIN. Yes, sir.

Mr. WALDEN. Could you briefly describe these e-mails and the
issue being discussed here?

Mr. McCAIN. The first document, 6350, was initiated from Dr.
Benit to Gerard McNulty, who was the account exec from NEC as-
signed to the Ecorse project, and he wanted to request an overview
of the dollars allocated from the SLD funding to properly be evalu-
ated as to how those funds were going to be identified within the
project scope.

Mr. WALDEN. Okay. And does that cover 6351 as well then?

Mr. McCAIN. 6351 is a reference to a meeting I had with Dr.
Benit and updated my immediate supervisor, Randy Weekly. After
that meeting—sorry, during that meeting, Dr. Benit did express
from this document that he had requested detail regarding the pro-
duction studio cost and that he would follow up the following week
with Mr. Weekly.

Mr. WALDEN. And we are talking about the TV production stu-
dio?

Mr. McCAIN. Yes, sir.

Mr. WALDEN. Okay. And now turn to document 6352. What is
this lengthy document?

Mr. McCAIN. This document was originated from Bill Barber who
was a systems engineer for NEC in reference to the video TV pro-
duction studio. It outlines all the line items that had been within
the initial design, identifying those items and what the total dollar
amount was.

4 l\gr. WALDEN. And what is that total dollar amount of the TV stu-
107

Mr. McCAIN. The original design was $1,040,239.62, and that is
reflected on document 6363.

Mr. WALDEN. And let’s go to document 6364 and 6365. Do you
recognize this document, and can you please describe your under-
standing of this document and in particular the second page. Is
this a document you recognize, sir?

Mr. McCAIN. Yes. This document was identifying the NEC pro-
posed use of funds, which is in the left columns. The middle col-
umns were the response of the funds as to what was being re-
quested to be installed by Dr. Benit, and the right column shows
the balance of award funds from the original amount authorized by
the SLD funding.

Mr. WALDEN. All right. And who built this spreadsheet, do you
know?
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Mr. McCAIN. Dr. Benit.

Mr. WALDEN. And, again, the first column shows what?

Mr. McCAIN. The first column shows the original dollars in ref-
erence to the design of the line items located on the left column
there.

Mr. WALDEN. Okay. And the second column again?

Mr. McCAIN. Is what Dr. Benit had requested funding to be
spent for those particular line items in that dollar amount.

Mr. WALDEN. It is what Dr. Benit requested the line items be.

Mr. McCAIN. Yes.

Mr. WALDEN. And is that what the okay next to the numbers in
the second column would mean?

Mr. McCAIN. Yes.

Mr. WALDEN. And is that—so that is Dr. Benit’s okay?

Mr. McCAIN. Yes, sir.

Mr. WALDEN. All right. This document then seems to indicate
that Dr. Benit knew that E-rate funds were covering all the costs
of the TV studio. Is that a correct assumption?

Mr. McCAIN. Yes, sir.

Mr. WALDEN. All right. Then please turn to 6366.

Mr. McCAIN. Okay.

Mr. WALDEN. Who drafted this memo to you, sir?

Mr. McCAIN. That is from Bill Barber, the systems design engi-
neer for NEC for the video.

Mr. WALDEN. And would you agree that this memo describes a
Dr. Benit who is intimately involved with the design, construction
and many minor details of the TV studio?

Mr. McCAIN. Yes. This document was reviewed with Dr. Benit to
be extended to the contractors onsite to address some of the items
that needed to be completed to provide a functional TV production
studio.

Mr. WALDEN. And, finally, turn with me to 6377. Can you briefly
describe this e-mail?

Mr. McCAIN. This e-mail was originated from Dr. Benit to my-
self, Bill Barber and John Colvin, who was the director of the pub-
lic sector for NEC, requesting NEC to support an open house con-
ducted at Ecorse School District May 17 through May 19. I, in
turn, from the middle of the document, 6367, had requested from
the contractor that was hired by NEC to install the TV production
studio to also be onsite to assist in the open house.

Mr. WALDEN. All right. Given all the hype over the ribbon-cut-
ting ceremony, does it seem likely to you that Dr. Epps could be
unaware of the fact that NEC built this studio for Ecorse through
the E-Rate program?

Mr. McCAIN. No, she couldn’t be unaware of it.

Mr. WALDEN. She could not be unaware.

Mr. McCAIN. Right.

Mr. WALDEN. Mr. McCain, did you ever learn or hear whether
Ecorse paid NEC BNS its required E-rate copayment?

Mr. McCAIN. No.

Mr. WALDEN. Does that mean, no, you never learned or heard or
they never made the copayment?

Mr. McCAIN. I never learned or heard.
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Mr. WALDEN. So you don’t know whether that copayment was
ever made?

Mr. McCAIN. That is correct.

Mr. WALDEN. All right.

Chairman BARTON. Do you have further questions?

Mr. WALDEN. Mr. Chairman, I don’t have any further questions
at this time.

Chairman BARTON. Okay. The Chair would recognize Ms.
DeGette for 10 minutes if she wishes.

Ms. DEGETTE. I have no questions at this time.

Chairman BARTON. Okay. The Chair would then recognize him-
self for 10 minutes.

Dr. Epps, you have just heard Mr. McCain in his comments on
some of the contracts that were in your school district. What is
your understanding of your district’s financial obligation in partici-
pating in the E-Rate program?

Ms. Epps. My understanding is that we followed the rules of the
E-Rate program. That is my understanding.

Chairman BARTON. Dr. Benit?

Mr. BENIT. My understanding—could you repeat the——

Chairman BARTON. After listening to Mr. McCain’s answers to
Congressman Walden’s questions and some of the contracts that
were let for your school district, including the way a television stu-
dio was built and paid for, what is your understanding of your
school district’s financial obligation to participate in the E-Rate
program?

Mr. BENIT. My understanding is that the district is supposed to
pay a 10 percent share because they are at a 90 percent rate. A
lot of the documents that we referred to, Mr. Colvin and I reverted
back, with our counsels, back to the original agreement. So my un-
derstanding is that all the equipment that was supposed to be
spent, all the E-rate dollars supposed to be spent on E-rate was
spent and the TV production was something that they provided
that was outside of E-rate.

Chairman BARTON. Had you seen the documents that Mr. Wal-
den referred to with the various columns? Have you seen those doc-
uments?

Mr. BENIT. Yes.

Chairman BARTON. Okay. Have we asked unanimous consent to
put those documents in the record? Okay. The Chair would ask
unanimous consent that the binder that has been prepared for this
hearing be put in the record. Is there objection? And the Chair
would indicate that this particular document that is NEC E-rate
contract, district attachment, rider A, memorandum of under-
standing is one of the documents that has been put in the record.

So you have seen this document?

Mr. BENIT. I saw it just as we were waiting here.

Chairman BARTON. Oh. You had not seen it before today.

Mr. BENIT. No. The document that was on top?

Chairman BARTON. Well, the primary document that we are re-
ferring to is the

Mr. BENIT. That was signed by myself and John Colvin?

Chairman BARTON. Yes. And on page 0635, which shows the
spreadsheet.
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Mr. BENIT. Where do I find this?

Chairman BARTON. It is in your binder, and it is at tab—it is
called the Benit spreadsheet.

Mr. BENIT. Okay. What tab number is that?

Chairman BARTON. Well, that is a very good question. We need
to get that. You obviously have the right to take a look at that. Tab
85.

Mr. BENIT. I don’t have a tab 85 in this one, sir. Oh, here it is.
Hang on.

Chairman BARTON. It is a big binder, so we certainly——

Mr. BENIT. Okay. I see the spreadsheet.

Chairman BARTON. Okay. And do you see the middle column
where it says, “EPS response to proposed use of funds?” That is
that middle column.

Mr. BENIT. Yes, I do, sir. I see that column, but I

Chairman BARTON. And do you see the blocks, like $700,000 has
been blocked and then next to it it says, “okay.” And then the next
one is $500,000 and it is okay. And then $1 million and it is okay.
And then $14,000 and it is okay. And then $800,000 total, which
is not blocked, but that says, “okay.”

Mr. BENIT. I see all that, but I also want to go on record as after
we did this and we had a discussion with our attorneys, we went
back to the original agreement that was signed.

Chairman BARTON. I am not sure I understand that response. Do
you want to elaborate on that?

Mr. BENIT. All I want to say is that we signed a memorandum
of understanding to the contract. We did some of this spreadsheet,
we discussed it with our attorneys and went back to the original
memorandum of understanding that all the E-rate dollars are sup-
posed to be spent for E-rate purposes.

Chairman BARTON. So even though these say, “okay,” you are
saying that that was invalid, that you retracted that.

Mr. BENIT. Absolutely. That was done through a telephone con-
versation with John Colvin of NEC, I believe it was his attorney,
our attorney and myself.

Chairman BARTON. Mr. McCain, can you hear me?

Mr. McCAIN. Yes.

Chairman BARTON. Do you want to respond to Dr. Benit saying
that even though we have got these documents that they were later
disallowed?

Mr. McCAIN. I was not part of those conversations that Dr. Benit
had with Mr. Colvin and his counsel.

Chairman BARTON. Okay. Dr. Epps, does your school district’s
high school have a television production studio?

Ms. Epps. Yes.

Chairman BARTON. Do you know when that production studio
was built?

Ms. EppPs. I am thinking the 2001-2002 school year.

4 (;)hairman BARTON. Do you know who built the production stu-
107

Ms. Epps. I was asked that question. I know that NEC donated
the radio-TV room to the school district.

Chairman BARTON. So it is your understanding that NEC BNS
built the studio?
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Ms. EPPS. Yes.

Chairman BARTON. And, Dr. Benit, is that your understanding as
well?

Mr. BENIT. My understanding is they contributed the equipment.
We were completing the building of a new high school at that time.
We had I think about 40, 50 contractors onsite. We had to put air
conditioning in the room, we had to paint the room. We used those
contractors through our construction manager to come in there and
make the room ready for the TV production.

Chairman BARTON. Do you know whose idea it was to build the
TV studio?

Mr. BENIT. I don’t recall, but I know there was a lot of discus-
sions with a lot of people, and that was one idea that came up.

Chairman BARTON. Dr. Epps, do you recall who thought of the
idea to build this studio?

Ms. Epps. No, sir, I don’t recall.

Chairman BARTON. When somebody approached you with it, did
you question whether it should be built and who was going to pay
for it or did you just accept that television studios kind of fell out
of the sky?

Ms. EpPpPs. No, sir. When Dr. Benit brought it to my attention, it
was supposed to be a donation from NEC.

Chairman BARTON. So your impression was that it was a dona-
tion.

Ms. Epps. Yes, sir.

Chairman BARTON. Dr. Benit, is that your impression also?

Mr. BENIT. Yes, it is.

Chairman BARTON. Okay. Mr. McCain, do you have any comment
you would like to make on who paid for the construction of this stu-
dio?

Mr. McCAIN. From the direction we were given, the funding for
the Ecorse project was all funded reference to what was identified
on the spreadsheet, initiated by Dr. Benit. I am not aware of any
donations of the TV production at NEC’s cost.

Chairman BARTON. So, Mr. McCain, your testimony would be,
based on the record, that this television studio was built with E-
rate money, not with money donated.

Mr. McCAIN. That is correct.

Chairman BARTON. All right. Dr. Benit and Dr. Epps, now that
you have heard that, do you still stand by the original answer that
this was somehow donated money?

Mr. BENIT. I do, because Mr. McCain was not—he was a project
manager. He was not involved in any of the discussions. He is not
even aware of the discussion that John Colvin and I had to go back
to the original agreement that was agreed to.

Chairman BARTON. Do you agree, Dr. Benit, and you also, Dr.
Epps, that this television studio cost over $750,000?

I\/és. Epps. Sir, I don’t know the financial value of that radio-TV
studio.

Chairman BARTON. Dr. Epps, as superintendent——

Ms. Epps. Yes, sir.

Chairman BARTON. [continuing] are you expected to track the fi-
nancial aspects of the school district that you are superintendent
of?
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Ms. Epps. Yes, sir.

Chairman BARTON. Is $750,000 something that you would nor-
mally be expected to have some awareness of? I mean is that a
small sum, a large sum that it would be expected that an indi-
vidual in your position would have a knowledge of and where the
money came from and how it was spent?

Ms. Epps. If it came from the school district, but my under-
standing is it was a donate item to the school district.

Chairman BARTON. Do you have anything in the record that
shows that it was a donation? Is there anywhere a document where
whoever you think donated it actually made that donation and sub-
mitted a letter, a check, a voucher at all—

Ms. Epps. No, sir, I am not aware

Chairman BARTON. [continuing] that you could provide to this
committee documentation?

Ms. Epps. No, sir, I am not aware of a check or a letter. I only
know about the memorandum that was signed by Dr. Benit and I
think Mr. Colvin.

Chairman BARTON. Dr. Benit, do you want to comment on that?

Mr. BENIT. The document that was signed by Mr. Colvin of NEC,
the vice president of E-Rate Operations at the time, and myself,
with our attorneys present, stated that the non-E-rate items could
include a TV production studio that would be donated by NEC.

Chairman BARTON. But there is no documentation to that. I
mean we agree—l think we agree the television station cost
$750,000. Do either of you dispute that?

Mr. BENIT. I haven’t—it has been a long time, so I am not aware
of the value.

Chairman BARTON. Okay. Dr. Benit, do you recall that when you
were questioned about this by the committee staff during the inter-
giegv process, you said that you didn’t know who paid for the stu-
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Mr. BENIT. I don’t recall that either, because I do know that the
studio’s equipment was donated by NEC, but I also know that a
lot of the contractors that we had on staff through our construction
manager was doing work throughout that building and through
that area at all times while they were there.

Chairman BARTON. Well, are you all aware, Dr. Epps and Dr.
Benit, that this television studio, just the actual studio itself, was
ine})igible at the time and would be ineligible today for E-rate fund-
ing?

Mr. BENIT. I am aware that it was donated. The agreement says
it was supposed to be outside. It wasn’t supposed to violate any E-
rate rules or SLD rules.

Chairman BARTON. Okay. But there is no documentation that the
committee staff is aware of that shows that such a donation was
ever made. The documentation that we have shows in fact that it
was paid for by E-rate funding. Now, I

Mr. BENIT. I don’t have any of that information.

Chairman BARTON. Mr. Walden?

Mr. WALDEN. Mr. Chairman, a question for Dr. Epps and Dr.
Benit. Did anyone in your district bother to check with the USAC
to see if E-rate allowed a $750,000 gift from a vendor receiving gov-
ernment funds?
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Mr. BENIT. No. I have asked our attorney to make sure that
whatever we do we are in compliance.

Mr. WALDEN. Who is your attorney?

Mr. BENIT. Jaffey Rait.

Mr. WALDEN. And do you know if he checked?

Mr. BENIT. I don’t know. They were supposed to let us know if
something was askew, but I never did hear from him back that we
weren’t doing something right.

Mr. WALDEN. Mr. McCain, would you have known of any of these
other financial memos that we are hearing about today?

Mr. McCAIN. No.

Mr. WALDEN. You wouldn’t have known.

Mr. McCAIN. No.

Mr. WALDEN. You were the onsite project manager. Who told you
how this was being funded?

Mr. McCAIN. All the financials were done through Dallas.

Mr. WALDEN. Okay. So you just installed the TV studio.

Mr. McCAIN. Yes, sir.

Mr. WALDEN. Is that right?

Mr. McCAIN. Yes.

Mr. WALDEN. Then how did you know about this memo, the
spreadsheet that Mr. Benit had?

Mr. McCAIN. That was extended to me from my immediate su-
pervisor.

Mr. WALDEN. And who is that?

Mr. McCAIN. Randy Weekly.

Mr. WALDEN. Okay. Then I want to go to a memo to Mr. Weekly
from Mr. Benit. This is 06347, dated February 15, 2001, 2:54 in the
afternoon, and it says, and I quote, “I am reviewing the two sides;
however, I have discussed my concerns with our superintendent,
Dr. Epps, regarding the services to be provided by NEC. We would
like to know in detail just what you were provided and a dollar
value assigned to each. I want to firm up what is going to be con-
sidered as in-kind and the dollar assigned to each. I am going to
review the in-kind amounts tomorrow, and I will e-mail you the
changes which I see. I would want this in place before we proceed
any further with this project along with the coordination between
existing contractors and your final scope of work. Call me on my
cell or e-mail me.” What do you mean by the in kind part of this?

Mr. BENIT. In kind would be any kind of donations that would
was beyond the E-rate dollars that were applied.

Mr. WALDEN. See, it is our understanding that USAC does not
allow for gifts like this.

Mr. BENIT. I am not aware of that.

Mr. WALDEN. And your attorney clearly wasn’t aware of that; is
that what you are

Mr. BENIT. They have not informed me of that.

Mr. WALDEN. Mr. Chairman, I yield back.

Chairman BARTON. I want to go back then. This television studio
that $750,000 was spent for and which our records show was spent
with E-rate funding, which each of you, Dr. Epps and Dr. Benit,
indicate was donated, although there is no documentation that you
received the donation or even a letter notifying you of the donation.
How has that TV studio been used or is it even being used?




63

Ms. EpPps. Yes, sir, it is being used by the students at the high
school every day.

Chairman BARTON. By the students at the high school every day.

Ms. Epps. We have classes. We do TV classes for credit.

Chairman BARTON. Has it been used by local businesses to gen-
erate revenue?

Ms. Epps. No, sir.

Chairman BARTON. Not at all?

Ms. Epps. No, sir.

Chairman BARTON. Dr. Benit?

Mr. BENIT. No. It is only for students. It started out being used
by students and is still being used by students.

Chairman BARTON. Mr. McCain, do you have any information
that the television studio has been used for local business, by local
businesses to generate revenue?

Mr. McCAIN. No.

Chairman BARTON. Dr. Epps, do you know how much money the
E—Ra;ce program was granted to your school for the funding year
20007

Ms. Epps. I believe with the reduction, I believe it came to about
$7 million.

Chairman BARTON. $7 million.

Ms. EpPs. Like six point something million dollars.

Chairman BARTON. Okay. Our records show $4 million, but if you
say $7 million, okay. Dr. Benit, what is your recollection?

Mr. BENIT. Well, I think the original award through NEC was
about $7 million. I conducted a review and told Dr. Epps that I
thought that one portion of the award was redundance and I asked
to reduce it by $3.3 million. And so the final award came out to
$4.1 million. I wrote a letter back to Schools and Libraries and
asked them to

Chairman BARTON. So originally the $7 million that Dr. Epps re-
ferred to was granted, and then when that was reviewed, you made
a decision, or somebody, you and Dr. Epps made a decision that
some of those funds were not eligible and you refunded some of the
money or didn’t accept it so that the final number is the $4.135
million?

Mr. BENIT. Well, those funds were eligible, but we reviewed what
our needs were within the district and didn’t feel that we needed
the redundancy that that award would give us, so I asked the
Schools and Libraries by a letter to cut that funding for that par-
ticular award.

Chairman BARTON. Dr. Epps, do you want to comment on that?

Ms. Epps. Dr. Benit reviewed our needs and I remember he came
to my office and told me that he had reviewed our needs in terms
of the E-rate. He had reviewed our bond project. We were building
the high school, another school at that time and remodeling two
others, so we had a big project going. And he had reviewed all of
that, and he felt that there were some items that would be redun-
dant to what we were doing over with the bond so that he wanted
to reduce the amount. And my comment was if that is what we
needed to do, we didn’t want anything that we didn’t need, so he
wrote a letter or e-mail reducing that amount. And the exact fig-
ures he knows exactly how much that was.
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Chairman BARTON. Well, we have—I have got 12 more questions,
but I haven’t even asked Dr. Singleton a question yet, and I want
to ask him some. I just want the record to show that our docu-
ments indicate that the Ecorse School District E-rate funds paid for
any number of projects and equipment that was ineligible, includ-
ing servers, security systems, video equipment, a message center
for the high school football field. And I would also like to indicate
that our records and documents that we have created during the
course of this investigation cast some question on the Ecorse copay
for E-rate-related work that NEC and BNS accomplished for your
school district in 2001. Would Dr. Epps or Dr. Benit, either one of
you, wish to document for the committee that you in fact did pay
the copay and not roll it into the E-rate that would be ineligible
because the local school district is supposed to pay a copay?

Mr. BENIT. Well, I think we can provide that information to you.
Also, there was no scoreboard paid for. That was paid for with bond
funds. We have checks that were paid out of the bank trust fund
for that. Most of the items that you read off were paid through the
bond funds of the district that was handled through a bank trust
account.

Chairman BARTON. So you dispute the records that indicate the
E-rate funds were used in a way they shouldn’t have been used to
provide and pay for that. And we can give a detailed list of that
equipment.

Mr. BENIT. If you could do that, then I would like to provide you
with documentation that shows that it was paid for out of the dis-
trict bond funds.

Chairman BARTON. Okay. Mr. Walden?

Mr. WALDEN. Thank you, Mr. Chairman. I want to go back to
something because I am confused. The spreadsheet we talked
about, number 6365, that there is testimony that these were your
okays next to it and it lists the TV studio, the spreadsheet Mr.
McCain and I were talking about, tab 85.

Mr. BENIT. Yes.

Mr. WALDEN. And that is your spreadsheet, right, and those are
your okays.

Mr. BENIT. Yes, that is correct.

Mr. WALDEN. And it does list TV studio on there, correct?

Mr. BENIT. It does.

Mr. WALDEN. And then didn’t you testify earlier that that is basi-
cally an old document that was superseded then by the memo-
raradum of understanding with Mr. Colvin that would be found
under——

Mr. BENIT. No. The memorandum of understanding was signed
first. What I did say was that after this was done, we talked—I
talked with Mr. Colvin and our attorneys and it was agreed we are
out of line as far as E-rate rules, so we had to go back to the origi-
nal memorandum of understanding.

%\/Ir‘.? WALDEN. How were you out of line as regards to E-rate
rules?

Mr. BENIT. Well, we felt that we were—this doesn’t show the
money all being spent for what it did in the memorandum of un-
derstanding. So we are trying to get back to the memorandum of
understanding.
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Mr. WALDEN. I am confused because you are talking about two
memoranda of understanding, correct?

Mr. BENIT. No, I am not; I am talking about one.

Mr. WALDEN. Okay. The one that came after this

Mr. BENIT. No, the one that came before that.

Mr. WALDEN. Okay. Is that the one on tab 79?

Mr. BENIT. I don’t know.

Mr. WALDEN. Why don’t you take a look at tab 79. This is the
one that is dated January 18, 2000.

Mr. BENIT. Yes. This is the one I am referring to.

Mr. WALDEN. Okay. But your spreadsheet, if I am correct, is
dated after that.

Mr. BENIT. That is right. I am saying that after that we got into
more detail and I was trying to find out how much money was
being spent, but, like I said, there were some discussions on those
items. We met with our counsels, we had a conference call, we
talked, and we were advised to go back to the original memo-
randum of understanding, which we did.

Mr. WALDEN. And were you advised that you couldn’t have a TV
studio as part of that discussion?

Mr. BENIT. No, I was not.

Mr. WALDEN. But yet that shows up here on the spreadsheet as
being moved around, right?

Mr. BENIT. It does.

Mr. WALDEN. Why was it on the spreadsheet?

Mr. BENIT. Well, it was on the spreadsheet that I was playing
around with things. Then we went back to counsel and said, “What
can we do and what can’t we do,” and they said, “Go back to your
regular memorandum of understanding. That will guide you to stay
within the school and library rules.” Mr. WALDEN. So are you testi-
fying that your counsel never saw this spreadsheet?

Mr. BENIT. Yes, I am.

Mr. WALDEN. They never saw it.

Mr. BENIT. I don’t believe they did. Maybe they did. I can’t recall.

Mr. WALDEN. You can’t recall. Okay. So you had no knowledge
anywhere along the way that E-rate couldn’t fund a TV studio?

Mr. BENIT. Well, it says in the memorandum a media production
room is non-qualified equipment and services, so that had to be do-
nated. So my understanding it was donated.

Mr. WALDEN. It is your understanding that NEC then just
turned around and donated $1 million or $750,000 or whatever
worth of

Mr. BENIT. That is my understanding.

Chairman BARTON. Would the gentleman yield?

Mr. WALDEN. Certainly.

Chairman BARTON. Well, then, Dr. Benit, if that is the case, this
original memo of understanding that you have referred to refers to
a number of items that total, if I am reading this right, a little over
$2 million. Were those installed also, the 24-port Cisco 3524 series
ethernet switch, the NEC 8550 ATM workgroup switch, the 6066
gigabyte backbone switches, the four Cisco 3508 gigabyte ATM
intermediary backbone switches and the four Cisco 3660 routers?
Were those actually installed?
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Mr. BENIT. My understanding everything on the first sheet of
memorandum of understanding was installed.

Chairman BARTON. Now, our understanding is that some of those
items were not installed because the money was switched to pay
for the television studio. Mr. McCain, do you have a comment on
that?

Mr. McCAIN. What NEC installed was in reference to the docu-
ment 6365, and within line item 3 it indicates the data system. It
also references back to the MOU.

Chairman BARTON. So are you—that is kind of a confusing an-
swer. Dr. Benit and Dr. Epps are saying that the television studio
was donated and that this other material that is listed on page 1
was also installed. Is that what you are saying too or are you say-
ing that only some of the equipment on page 1 was installed and
the funds that weren’t used for that were used to pay for the TV
studio, which is our understanding?

Mr. McCAIN. I am not aware of any donation that NEC made for
the TV production studio.

Chairman BARTON. I understand that, but my question is was
money that was supposed to be used for these switches, which
would be eligible for E-rate funding, was it reallocated to pay for
the television studio, which was ineligible for E-rate funding? That
is what the documents tend to indicate.

Mr. McCaAIN. The NEC installed what was on the spreadsheet in
reference to document 6365 and how those line items were imple-
mented and the associated dollar amount.

Chairman BARTON. Okay. Well, I have one—Mr. Walden. And we
need to get to Mr. Singleton here pretty soon.

Mr. WALDEN. All right. I am sorry, sir. Mr. McCain, have you
done several of these installs like this?

Mr. McCAIN. Yes, sir.

Mr. WALDEN. From your experience, are these figures that are on
spreadsheet, 06365, are those numbers, the costs there, are those
pretty standard? Are they below what you would see charged else-
where or are they inflated?

Mr. McCaIN. No, they are not inflated. I mean new technology
is very expensive these days.

Mr. WALDEN. Okay. So I guess my question is then did a full
$4,135,900 and whatever that says, 81—I didn’t bring my glasses
today—is that what was spent?

Mr. McCAIN. Yes.

Mr. WALDEN. On the project?

Mr. McCAIN. Yes, sir.

Mr. WALDEN. And is the only way you could have spent that to
have spent the million for the TV studio—or $800,000, I am sorry?

Mr. McCAIN. What we did—what NEC did is from this spread-
sheet, an agreement by both parties, we installed the line items
that are on the spreadsheet to use the funds that were approved
by the SLD funding.

Mr. WALDEN. And would that include the $800,000 for the TV
studio?

Mr. McCAIN. Yes.

Mr. WALDEN. Okay.

Chairman BARTON. All right.
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Mr. WALDEN. And one final time, neither superintendent, you all
don’t know, Doctors, whether your school district ever came up
with the match amount.

Ms. Epps. It is my understanding, sir, that we paid our match-
ing, either through the bond money that we had or our general
fund.

Mr. WALDEN. But you don’t know which?

Ms. Epps. I can’t say we paid $10 from this or that. I don’t have
that information.

Mr. WALDEN. Dr. Benit, you don’t know specifically either.

Mr. BENIT. Well, I do know. I present it to our business office
that they need to pay a match. I am not sure what happened. I be-
lieve that they did, but I would have to go back and review the
records to find out how it was paid.

Mr. WALDEN. And you haven’t done that prior to this hearing at
all?

Mr. BENIT. No, because I am working in another district, and I
just got the request to come here while I am trying to get another
district working.

Mr. WALDEN. All right.

[During the hearing, Members of the Oversight and Investigations Sub-
committee and the Committee Chairman requested that either Dr. Emma
Epps, the Superintendent of Ecorse Public School District, or Dr. Douglas
Benit, the former facilities director at Ecorse Public School District, pro-
vide the Committee with documentation demonstrating that the school dis-
trict in fact paid its E-rate copayment, and did not use E-rate funds to
cover the district’s obligation. Dr. Benit stated that the requested informa-
tion could be provided to supplement the record. Following subsequent re-
quests from Committee staff that Dr. Benit provide the documentation be-
fore the record closed, Dr. Benit, through his attorney, produced several
documents to the Committee that were irrelevant and failed to answer the
outstanding questions. At the close of the record, the Committee has no
documentation that in fact demonstrates that Ecorse Public School District

did not use E-rate funds to pay for ineligible products and services and to
pay for the school district’s required co-payment.]

Chairman BARTON. Well, before we get off of that issue, what
does a television studio have to do with connecting your students
to the Internet? Either one of you.

Mr. BENIT. Well, as a donated piece of equipment, it does teach
kids how to project themselves, how to do TV production and

Chairman BARTON. That has nothing to do with the Internet.
That has nothing to do with wiring your school system so that your
students can receive material for educational purposes over the
Internet.

Mr. BENIT. I understand that. All kids can, all buildings have
total access to the Internet.

Chairman BARTON. So you all think that E-rate funds should be
spent to put television studios in every high school in this country,
even though none of it is used for Internet purposes. You want to
expand the intent of the E-Rate program.

Mr. BENIT. No, sir, that is not what we said.

Chairman BARTON. Well, we had another school superintendent
from the San Francisco School District here before us. She refused
to sign documents. She instigated an investigation that resulted in
tens of millions of dollars being refunded to her credit, and in this
case, the school district that you represent, you all have a very
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vague notion of what was spent and what it was spent for and
don’t appear, quite frankly, to be too concerned about it, which is
a disappointment to me.

Let me ask Dr. Singleton some questions for the record. Dr. Sin-
gleton, you are the superintendent of the Jasper County School
District in South Carolina; is that not correct?

Mr. SINGELTON. That is correct.

Chairman BARTON. What is your understanding of your school
district’s financial obligation to participate in the E-Rate program?

Mr. SINGELTON. We have written several—worked with NABSE
and also with the VNCI and NEC. That is how we became in-
volved. When I became superintendent in 1999, we wrote the first
grant or filed the first forms for E-rate funding. And, as I men-
tioned in my written testimony, I was at a conference and E-rate
was being promoted by NABSE.

Chairman BARTON. Is that where you met Judy Green for the
first time?

Mr. SINGELTON. I believe she was there, but I remember George
Marchelos. I remember him specifically.

Chairman BARTON. Do you know to what extent, if any, Judy
Green was involved in assisting Mr. Duncan in your district pre-
paring E-rate forms and paperwork for the grant application?

Mr. SINGELTON. When I returned I filed the first form, 470, in
Nashville, and when I came back I turned everything over to Mr.
Duncan. He was our director of technology at that time, and he
was working with, I believe it was, Kim Mars and Judy Green and
Gerard McNulty.

Chairman BARTON. Do you know if Judy Green helped Mr. Dun-
can to prepare the E-rate RFP?

Mr. SINGELTON. From what Mr. Duncan said, he had assistance
from the organization, NEC and VNCI.

Chairman BARTON. But do you know if the employee or the con-
sultant of NEC BNS was Judy Green, the woman here today who
refused to testify under oath—who took her Fifth Amendment right
against self-incrimination—I want to be exact on that.

Mr. SINGELTON. I don’t know for a fact that she sat down and
wrote the application, but she was physically in the district on sev-
eral occasions. I can say VNCI filed the first form out in Nashville,
and I know that for a fact because after the breakout session I
came back downstairs and did that application electronically and
sent it in.

Chairman BARTON. Okay. Do you have the big notebook with all
the tabs there at the desk before you?

Mr. SINGELTON. This?

Chairman BARTON. Yes, sir. Could you turn to tab 48, please, sir?
Tab 48 should be the Jasper County memorandum of under-
standing.

Mr. SINGELTON. Yes, sir.

Chairman BARTON. Do you see that?

Mr. SINGELTON. Yes.

Chairman BARTON. Could you tell us how much money was
awarded to the Jasper County School District by the E-Rate pro-
gram for year 20007

Mr. SINGELTON. Well, the amounts meant $10.4 million.
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Chairman BARTON. What is the document before you indicate?

Mr. SINGELTON. This indicates that 9.5——

Chairman BARTON. Four-eight.

Mr. SINGELTON. [continuing] 48.

Chairman BARTON. On the page marked 6374, can you describe
the items listed under the caption, “Non-qualified equipment and
services?”

Mr. SINGELTON. Electrical upgrade, university training for teach-
ers, climate control system, alterations of internal existing struc-
ture.

Chairman BARTON. That is enough. The entire document is in
the record, but would you just summarize. Does it look like there
are dozens of items that were non-qualified on that page, including
personal computers? There are a lot of items on that.

Mr. SINGELTON. Yes, sir.

Chairman BARTON. You would agree with that? Do you know if
Jasper County received all of those items even though they were
non-qualified?

Mr. SINGELTON. I believe we received most of the items.

Chairman BARTON. You believe that you did receive.

Mr. SINGELTON. Yes.

Chairman BARTON. Okay. On the next page, 6375, what is the
total cost of the so-called bonus package?

Mr. SINGELTON. Three million fifty.

Chairman BARTON. Three million fifty. Now, do you acknowledge
that that means your school district received $3 million in non-
qualified items for which they should not have been paid for by the
E-Rate program?

Mr. SINGELTON. Well, we received it as a bonus package. It was
given to us as a bonus package.

Chairman BARTON. All right.

Mr. SINGELTON. That was promoted by VNCI, NEC and

Chairman BARTON. Define in your own words what a bonus pack-
age means.

Mr. SINGELTON. In my words, and what was said to us, was that
a bonus package would pay for the matching—could be used as the
matching for our portion that the district should have been paying.

Chairman BARTON. That makes no sense at all.

Mr. SINGELTON. Well, that is what was told to us.

Chairman BARTON. All right.

Mr. SINGELTON. That the bonus package could be used as in
kind. They would give us that and we could, in turn, use that as
the matching for the district.

Chairman BARTON. All right. The E-Rate program is supposed to
be—funds for the E-Rate program are supposed to be used to actu-
ally create the Internet connection, the servers, the wiring, the
switches, the monitors, the computers so that students can partici-
pate and receive information over the Internet and help with their
education. None of the equipment that was listed in the bonus
package does that. It is not qualified, it is not part of it. Some of
it may be if there are some computers there. Those funds to the
tune of $3 million were non-eligible and should not have been fund-
ed by E-rate. If the school district wanted those, the school district
should have paid for them themselves. There is no free lunch, and
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you want us to believe that $3 million worth of equipment could
be given to your school district and you really think that the ven-
dor that provided it did it and didn’t charge the government for it.
On a $4 million contract, they could give you a $3 million bonus.

Mr. SINGELTON. A $9 million——

Chairman BARTON. Well, but $3 million of it was listed as bonus.

Mr. SINGELTON. That is correct. And I am just repeating what
was told to us, that we

Chairman BARTON. But you didn’t question that.

Mr. SINGELTON. No, sir, I did not.

Ms. DEGETTE. Mr. Chairman, would you yield for 1 second?

Chairman BARTON. I would be happy to.

Ms. DEGETTE. Dr. Singleton, who told you that this list of non-
qualified equipment could be applied toward the district’s match?

Mr. SINGELTON. Well, if you read through this document, it says
in-kind and——

Ms. DEGETTE. No. Who told you that?

Mr. SINGELTON. When we first started discussing this out in
Nashville, I know it was discussed there——

Ms. DEGETTE. Who——

Mr. SINGELTON. Morales, George Morales mentioned it when we
got back to our district. Gerard McNulty, Judy Green, that whole
group——

Ms. DEGETTE. All of them told you that?

Mr. SINGELTON. Yes, ma’am.

Ms. DEGETTE. Thank you, Mr. Chairman.

Chairman BARTON. Doctor, doesn’t it strike you as too good to be
true that you could receive all these bonus items and have your co-
payment waived by NEC BNS?

Mr. SINGELTON. We know now sir, that it is too good to be true.
There are no free lunches, I will agree with that. Understanding
that we are a very rural, poor school district, NABSE involvement
by——

Chairman BARTON. So it is just don’t look a gift horse in the
mouth.

Mr. SINGELTON. Yes. Yes.

Chairman BARTON. That is kind of the

Mr. SINGELTON. Well, a reputable organization like NABSE we
just assumed that everything was okay.

Chairman BARTON. I can understand that. The Chair would ask
unanimous consent to recall Mr. McDonald of USAC if he is still
in the audience. He is still under oath.

Mr. McDonald, you have heard Superintendent Epps and Super-
intendent Benit and now Dr. Singleton all indicate that they were
getting equipment and bonus packages and donations. Would that
be allowed, including a television studio, under the existing E-Rate
program, even if it was donated?

Mr. McDoONALD. These would be the kind of free, ineligible serv-
ices I was talking about this morning, that the cost of those serv-
ices need to be covered somehow, and they are covered by inflating
the cost of eligible services so that E-rate ends up paying for them.
TV production studio, we do pay for connectivity. We pay for dis-
tance learning. If the TV production studio were being used for dis-
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tance learning, switches and cables that were carrying that data
would be eligible but not the TV production studio itself.

Chairman BARTON. And if Dr. Singleton’s school district had con-
tacted USAC and asked about this bonus package or the concept
of a bonus package, what would your reviewers’ response have
been?

Mr. McDoNALD. We have been pretty clear about free, ineligible
services from the inception of the program, that they are not eligi-
ble, that the applicants should not acquire free, ineligible services
from service providers.

Chairman BARTON. Do you do anything to be proactive to send
out materials to these small school districts and these rural school
districts and low-income school districts that would tend not to
have professional—or not as likely to have professional staff that
were up to date on these programs to inform them, to warn them,
so to speak, to be wary of these kind of proposals that in fact they
are illegal?

Mr. McDoNALD. We have a web site that we try to promote as
much as possible where we put information about the rules of the
program. We have a toll-free call center that participants can call
and get information. We do an annual train the trainer conference
and bring people in from all the States and train and hope that
they will go back and train, and we do a mass mailing at the start
of the window for each funding year to basically all applicants in
the program, trying to highlight significant features of the pro-
gram, things that have been problems that we have found recently.

Chairman BARTON. Before I let—I think Mr. Walden may have
a question for you, but I sent a letter, and I think Mr. Dingell sent
a letter, we signed a letter asking that this particular vendor be
barred because of what they have done. Do you know the status of
that debarment proceeding? Would that be your agency or would
it go to the FCC directly?

Mr. McDONALD. That would be the FCC, sir.

Chairman BARTON. And you are not aware of—Ms. DeGette, do
you wish to ask a question?

Ms. DEGETTE. Thank you. Dr. Singleton, I just wanted to clear
a couple of things up. And thank you for appearing today. You are
making some sense here. This in-kind donation agreement that we
have been talking about, now you were told by Judy Green and
others that these were going to be donated by NEC, correct?

Mr. SINGELTON. Donated.

Ms. DEGETTE. And were you aware of an application by NEC for
E-rate money to pay for these items?

Mr. SINGELTON. No. I was not aware of that, no.

Ms. DEGETTE. Okay. Did you know that E-rate money cannot be
used to pay for these items?

Mr. SINGELTON. I know now, but that never occurred to me in
the beginning because they were donated items.

Ms. DEGETTE. Right. You just thought they were donating it as
part of your agreement, right?

Mr. SINGELTON. Yes.

Ms. DEGETTE. Now, as you look at this list of items, is there any-
thing on this list that—well, everything on this list you needed to
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be able to hook up computers for kids to use them in the classroom,
didn’t you?

Mr. SINGELTON. That is correct.

Ms. DEGETTE. Did your school district have $3 million to pay for
all this equipment?

Mr. SINGELTON. No, we do not.

Ms. DEGETTE. What would have happened if you didn’t have a
way to get this equipment? Did you have——

Mr. SINGELTON. We would never put it in. We could never afford
this kind of equipment.

Ms. DEGETTE. Right. Now, let’s say that Congress said that you
had to pay 20 percent. Because now you know, right, that there is
a 10 percent amount? What would you say to Congress if we said,
“Well, the way we are going to stop the kind of fraud by Judy
Green and others is to make you pay for 20 percent”?

Mr. SINGELTON. I think that would be detrimental to districts
like ours. Rural, poor districts cannot afford to pay upfront or to
pay the percentage that is required. Small amount but the mag-
nitude of this project we could never afford it, we could never pay
it.

Ms. DEGETTE. Do you have any ideas what kind of changes—be-
cause I know you would never support fraudulent transactions at
all for your district, right?

Mr. SINGELTON. No, ma’am. That will get you fired.

Ms. DEGETTE. Well, it will do worse than that. And so my ques-
tion to you is what do you think Congress can do to make sure that
this E-rate money goes to school districts like yours, the poorest
school districts in the country to help the students, but at the same
time there are not people just skimming millions of dollars off of
it fraudulently.

Mr. SINGELTON. Really, I think the whole application process, I
believe, needs to be revamped. It seems to be a complicated proc-
ess, and I don’t know all the ins and outs because my technology
persons have always done it, and I have sort of taken a back seat
and they just bring it to me and say, “Okay. We have got this ap-
proved,” and I have signed documents as they came in. But I be-
lieve that is—the process is complicated, and I think the bid proc-
ess may need to be looked at, because when we got into this
project, and if you ask me how VNCI and NEC got into it, I could
not tell you today. I know that we started in Nashville, and from
then on they were partnering with us. So it is unclear exactly how
they started. And maybe by just signing on and having them trans-
miththat 470, that first application, and they are off and running
with us.

Ms. DEGETTE. Thank you. Thank you for sharing those views. 1
appreciate it.

Mr. WALDEN [presiding]. Dr. Epps, are you a member of NABSE?

Ms. Epps. Yes, I am.

Mr. WALDEN. I am not sure, is that mic on?

Ms. Epps. Yes, I am.

Mr. WALDEN. Thank you. Are you currently an officer of NABSE?

Ms. EPps. Yes, sir.

Mr. WALDEN. And how long have you been an officer at NABSE?

Ms. Epps. I think 1998.
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Mr. WALDEN. You were elected——

Ms. EppPs. Secretary.

Mr. WALDEN. [continuing] secretary. And you are now—what is
your title now?

Ms. Epps. President-elect.

Mr. WALDEN. President-elect.

Ms. EPps. Yes, sir.

Mr. WALDEN. You appear in the NABSE E-Rate marketing video
that we viewed a short time ago.

Ms. Epps. Yes, sir.

Mr. WALDEN. What do you know about NABSE'’s participation in
the E-Rate program?

Ms. Epps. As a board member, I know that a presentation was
made to us about a partnership and I, as a board member, voted
at that meeting because

Mr. WALDEN. You voted for the partnership?

Ms. Epps. For the partnership to assist school districts that
didn’t have the persons to do the work.

Mr. WALDEN. Sure. And you are aware of the, what was it, 1.5
percent fee that NABSE got back off some of these contracts, if not
all?

Ms. Epps. That was in the presentation.

Mr. WALDEN. Okay. And Mr. McDonald again, is that fee gen-
erally acceptable under USAC rules?

Mr. McDoNALD. Depending on the role that NABSE would be
playing. If it is playing a role as the consultant and steering work
to those companies in order to get the 1.5 percent, no, that is not
keeping a fair and open competitive process.

Mr. WALDEN. Did you see the video?

Mr. McDoNALD. I did.

Mr. WALDEN. Did it trouble you that they listed various compa-
nies in the video, NEC, UNCI?

Mr. McDoNALD. If T were seeing that for the first time, I
wouldn’t be sure exactly what was being said there. If NABSE had
money and these companies were volunteering to come out and
help people put technology plans together and not going to corrupt
t}l';e process of the selection of the service provider, that would be
okay.

Mr. WALDEN. Will USAC be looking at NABSE’s role?

Mr. McDONALD. Yes.

Mr. WALDEN. Okay. And in terms of these school districts, are yo
pursuing recovery? I mean we are hearing a lot today about $4 mil-
lion and a free TV studio.

Mr. McDONALD. I am making notes here.

Mr. WALDEN. I bet you have. Dr. Epps, what role did Quentin
Lawson play on behalf of NABSE and NABSE’s participation in the
E-Rate program?

Ms. Epps. Sir, I can’t tell you what his role was, other than as
a board member, as I said, at the meeting, the project was pre-
sented to the board, but I can’t——

Mr. WALDEN. Does the board have legal counsel that reviewed
this process, do you know?

Ms. Epps. The policy, sir, is that when projects are brought be-
fore the board, the general process is that if it is an agreement or
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a contract, as a board member, I know that it is supposed to go to
the legal attorney.

Mr. WALDEN. Who is that?

Ms. Epps. The legal attorney is Mr. McCutcheon.

Mr. WALDEN. Mr. McCutcheon. Okay. What do you know about
NABSE’s E-rate partnership with NEC, VNCI and IBM?

Ms. Epps. What I know has to do with there was a presentation
that there would be a partnership. I don’t know the intricate de-
tails of what that was and how it all came together. I don’t have
that detailed information, as I was one member.

Mr. WALDEN. That wasn’t presented in your board meeting?
There would be documents, minutes perhaps.

Ms. Epps. The information was presented to the board. I can’t re-
call, tell you all of the details of the presentation, but just like all
the other initiatives, it was presented to the board.

Mr. WALDEN. All right. If you would take a look at tab 66 in our
big binder there.

Ms. Epps. Okay.

Mr. WALDEN. I was just wondering if you were aware that
NABSE had entered this memorandum of understanding with NEC
BNS and VNCI? This was in January 2001. It references there the
1.5 percent of the gross revenue of said contract.

Ms. EpPs. And what is the question, sir?

Mr. WALDEN. Were you aware that NABSE had entered this
memorandum of understanding with NEC BNS and VNCI?

Ms. Epps. I wasn’t aware of this particular memorandum. I have
seen it recently, but I was not aware of it previously.

Mr. WALDEN. Okay. Were you aware that this MOU provided for
the compensation of NABSE by those vendors?

Ms. EPPs. One and a half percent.

Mr. WALDEN. Right. Were you aware of that?

Ms. Epps. I think that was—if my memory serves me correctly,
that was presented in the

Mr. WALDEN. As part of the presentation?

Ms. EPPS. [continuing] presentation.

Mr. WALDEN. Yes. I question the term, “donation” versus perhaps
“commission” on sales. I mean it is 1.5 percent of the gross reve-
nues is part of the agreement.

Why would NABSE get that funding, the 1.5 percent, as opposed
to just helping schools for free, because that is your mission, right?

Ms. Epps. Well, our mission is to help schools and children, yes.

Mr. WALDEN. Right. Why take 1.5 percent? I mean that could be
quite a bit of money on what we have heard today in terms of the
size of some of these contracts.

Ms. Epps. Yes. Well, I can answer as one board member. At the
time it was presented——

Mr. WALDEN. Do you know how much money they did make?

Ms. Epps. No, sir.

Mr. WALDEN. That doesn’t show up in a budget item or—do you
get like monthly cash-flow statements or P&Ls?

Ms. EppPs. No, sir. I haven’t seen monthly cash-flow statements,
but it would eventually be in the audit, I am sure, at the end of
the year.

Mr. WALDEN. The audit? How often does your board meet?
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Ms. Epps. I attend board meetings about three times a year.

Mr. WALDEN. And that is how often the board meets?

Ms. EpPPs. Yes, sir, about three times a year.

Mr. WALDEN. And at those meetings, do they give you financial
statements? I mean do they give you sort of:

Ms. Epps. Yes, sir.

Mr. WALDEN. [continuing] quarterly cash-flows or

Ms. EpPs. Yes, sir, we get financial statements.

Mr. WALDEN. Okay. But this isn’t one you looked at as a new line
of business?

Ms. Epps. I did not particularly pay attention to that.

Mr. WALDEN. Is that information

Ms. Epps. I can’t say that it was there or not.

Mr. WALDEN. Sure. I have been through various boards I have
been on and I understand how that happens. Is that information
you could provide for us, though? NABSE?

Ms. EppPs. I am sure that NABSE could provide that for you.

Mr. WALDEN. Well, you are the president-elect. I mean is that
something you would help us get?

Ms. Epps. I think that you could request that from the office, and
I am sure they would give you that.

Mr. WALDEN. Okay. Because it would be interesting to know just
how much money was generated off the E-rate projects in the
NABSE.

So take a look at tab 66, for example—I am sorry, 68. VNCI,
Video Network Communications, Inc. provided NABSE on October
1999 it appears to be $37,000. How big is your annual budget?

Ms. Epps. I am sorry?

Mr. WALDEN. How big is your annual budget at NABSE?

Ms. EpPps. I really don’t

Mr. WALDEN. Would $37,000 in one payment be considered quite
a bit? I mean are we talking a $10 million budget or

Ms. EpPpPS. As a board member, I would think that $37,000 is a
lot.

Mr. WALDEN. So if I were looking at your P&L for the prior 4
months, $37,000 would jump out as a line item, wouldn’t it, in
terms of revenue source? And that is just one check. Is that what
you are telling me, that that would tend to show up? I mean how
big an organization——

Ms. EpPPs. In revenue, I am sure it would show up in the office,
but I don’t remember seeing this check.

Mr. WALDEN. No, I wouldn’t think you would see the check. But
I mean I am just thinking back to my own company and others.
I mean $37,000 is a pretty good chunk of dough, and that is just
one check. Were there others maybe? How about at tab 69, July
2001. That is a $10,000, looks like, check. Again, it looks like from
VNCI. It just seems like a lot of money coming in, I don’t know.

And I think tab 69 and 70 also have revenue coming in as well,
it looks like, $45,000 from VNCI. It just seems like a lot of money
coming out of this program. I mean do you know the kind of tech-
nical support that your folks at—how many people are in this divi-
sion at NABSE that help schools? How big is the staff for the E-
rate side of things?
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Ms. EpPps. I don’t remember how many. I couldn’t give you a
number of the staff doing the E-rate, what I consider the E-rate
time. I can tell you just about the staff now.

Mr. WALDEN. How many are on staff now total?

Ms. Epps. Hold on a second.

Mr. WALDEN. Sure.

Ms. EPps. I believe, sir, it is maybe 6 or 7 regular people, and
then there are, like, interns.

Mr. WALDEN. So you are not a big organization here, 6 or 7. And
that is full-time staff when you say the word, “regular?”

Ms. Epps. 1 believe that it is about that many full-time.

Mr. WALDEN. Okay. So 6 or 7 full-time. And that would include
people working on E-rate or do you——

Ms. Epps. Well, working on projects. I don’t know who would ex-
actly in the office work on specific projects.

Mr. WALDEN. Right. No, but it would be within that group of 6
or 7 people.

Ms. Epps. That is the NABSE staff.

Mr. WALDEN. Yes. So the current staff you have that would have
been the ones that would be getting the payments, in effect. I mean
the payment came to NABSE, right, that we have the checks under
the tabs that I referenced earlier?

Ms. Epps. I see the checks, sir. I don’t know—I haven’t looked
at in terms of when they were. I don’t know—the staff has changed
and the staff changes, so I can’t say this exact 6 and 7 people were
the people

Mr. WALDEN. No, I understand that. I am not saying that. I am
just saying that when NABSE was holding itself out as a techno-
logical consultant for school districts like the one Mr. Singleton is
surl)’lel;intendent of, in theory, you had 6 or 7 people or positions,
right?

Ms. Epps. Yes, sir.

Mr. WALDEN. That is what you have testified to.

Ms. Epps. That is how many we have now, sir, that I know of.

Mr. WALDEN. Was it more or less then?

Ms. Epps. I said that I couldn’t tell you how many it was, if you
remember when I said, during what I am considering the E-rate
time. I said now I would say it was 6 or 7 and some interns.

Mr. WALDEN. Was it more during the E-rate time?

Ms. Epps. I really don’t know the number of staff members at
that time.

Mr. WALDEN. Okay.

Ms. EpPs. And I am thinking 2001. That is what I call E-rate
time.

Mr. WALDEN. All right. Did you rely a lot on Judy Green?

Ms. Epps. I don’t know if NABSE relied on Ms. Green.

Mr. WALDEN. Was the NABSE Board informed that Quentin
Lawson had joined the VNCI Board? See Tab 88 if you want to,
there is a reference.

Ms. Epps. Sir, I, as a board member, was made aware of that
this year, 2004, this year.

Mr. WALDEN. Okay. So you just learned about it sometime in
2004.

Ms. Epps. Yes, sir.
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Mr. WALDEN. Okay. All right. Now, does that present any conflict
of interest in your mind?

Ms. EpPps. I, as an individual—I would tend to think that it is—
as an individual, I would think that it wasn’t——

Mr. WALDEN. It was not?

Ms. Epps. It could be a conflict.

Mr. WALDEN. It could be a conflict.

Ms. EppPs. I mean I would think, as an individual. I can’t——

Mr. WALDEN. Mr. McDonald, do you think that presents a con-
flict?

Mr. McDONALD. It certainly deepens the issue of were these fair
and open competitive processes.

Mr. WALDEN. Are you aware of these payments to NABSE?

Mr. McDONALD. No, sir.

Mr. WALDEN. Do they seem out of the ordinary, hard to tell?

Mr. McDoONALD. They would be out of the ordinary. As we dis-
cussed earlier today, if we had seen these, we would have mis-
construed them as causing a problem, and we would have denied
the applications.

Mr. WALDEN. Are these payments the kind of payments that you
would go back and review and seek refunds on if they are not—
I mean——

Mr. McDONALD. It sounds like E-rate funds were used to make
the payments to NABSE and those would not be eligible uses of E-
rate funds.

Mr. WALDEN. Unless they provided very specific technological
support to the districts, right?

Mr. McDONALD. Unless they were installing or providing
connectivity services.

Mr. WALDEN. All right. Anything else? All right. Thank you all
for your patience and time. We have no other questions for this
panel. You are dismissed. We will take a brief 5-minute recess be-
cause we have to bring up another witness by video. While our
technicians work on that, we will be in recess for 5 minutes.

[Brief recess.]

[The prepared testimony of William Singleton follows:]

PREPARED STATEMENT OF WILLIAM SINGLETON, SUPERINTENDENT, JASPER COUNTY
SCHOOLS

SCHOOL YEAR 1999-2000

I was somewhat familiar with the E-Rate Program some time before 1999. How-
ever, after attending the National Alliance of Black School Educators (NABSE) Con-
ference in Nashville, Tennessee, I became more familiar with the program. I began
to take notice after being approached by a representative from VNCI, who had on
display numerous pieces of telecommunication equipment in the hotel lobby. VNCI
representatives stood in the hotel lobby soliciting conference participants to attend
a breakout session on how to acquire E-Rate funds. Several announcements were
made by NABSE officials encouraging conference participants to attend the break-
out session.

A representative of VNCI encouraged conference participants to attend the break-
out session to hear testimonies from other school districts that were recipients of
their equipment (see Exhibit A). The breakout session was very interesting. School
district representatives and superintendents that had received E-Rate funds shared
how they enhanced their school district’s technology program. As I recall, a super-
intendent from a small school district in the state of California shared during the
breakout session that he had received somewhere in the neighborhood of three mil-
lion dollars. The school district was approximately half the size of Jasper County
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School District’s three thousand student population. I became interested because the
California school district’s demographics for free and reduced lunch population was
very similar to Jasper County.

The second selling point was that VNCI was promoting a special NABSE bonus
package of free telecommunication equipment. The school district would receive as
“in-kind” donations to be used as the school district’s 15% match (district had at this
time 85% free and reduced lunch program). The bonus package included a 33 inch
TV monitor for each classroom, pan-tilt-zoom cameras, 400 computers, 12 laptop
computers, 100 teacher workstations, etc. (see Exhibit B). During the presentation
at the NABSE Conference, VNCI agreed to assist any school district that needed
help with the application process. After the session, participants returned to the
lobby and completed the first phase of the application process, Form 470.

Upon my return from the NABSE Conference in Nashville, Tennessee, I turned
the project over to Michael Duncan, the school district’s Director of Technology. As
we continued throughout the school year, the Director of Technology, along with
VNCI and NEC staff, filed the other necessary paperwork.

SCHOOL YEAR 2000-2001

After notification of the E-Rate subsidy awarded to Jasper County, Judy Green,
VNCI representative, and Gerard McNulty made a presentation to the Jasper Coun-
ty Board of Education (see Exhibit C). At this meeting, the focus seemed to change
from VNCI to NEC. As a matter of fact, Gerard McNulty announced that Ken Mor-
rison would be the onsite manager for NEC and Jonathan James for VNCI. These
individuals worked with Michael Duncan, Jasper County Director of Technology, in
completing the application process and designing the system.

Believing everything was legitimate, Michael Duncan informed me periodically on
the status of the project. Michael Duncan resigned from the school district on June
25, 2001 due to health reasons.

SCHOOL YEAR 2001-2002

Early in the 2001-2002 school year, I was contacted by George Marchelos, VNCI
representative, to recommend him to Eleanor Adams, Director of the Salkehatchie
Consortium, to present the E-Rate program to the other superintendents using Jas-
per as a model for acquiring E-Rate funds. As I recall, George Marchelos and Judy
Green presented the program to the consortium superintendents on November 27,
2001 (see Exhibit D).

Ed Sauls was brought in to replace Michael Duncan and found that most of the
Vlll\ICI video-conferencing equipment did not work properly or was not working at
all.

SCHOOL YEAR 2002-2003

Attorney Karen Jones, U. S. Department of Justice, came to Jasper County to in-
vestigate the E-Rate subsidy that was allocated to Jasper County. I shared with her
what I knew about the program, basically the information communicated in this
document.

SCHOOL YEAR 2003-2004

On July 30, 2003, I was subpoenaed to appear before the United States District
Court Eastern District of Michigan Grand Jury. I gave the same testimony as out-
lined in this document and what was shared with Attorney Jones.

After receiving notice that NEC pleaded guilty and agreed to pay restitution and
supply Jasper County School District with eighteen months of free maintenance
services, we are still trying to negotiate a workable contract.

SUMMARY

I believe it is vital that the E-Rate program continue although the application
process seems to be complicated and burdensome. After learning more about the E-
Rate program over the past three years and our school district’s involvement in the
investigation of E-Rate, I feel the following problems were present:

1. VNCI offered Jasper County a Bonus Package with equipment that was ineligible
for E-Rate funds.

2. VNCI as a provider of video-conferencing equipment assisted with the application
process Form 470 in Nashville, Tennessee.

3. Excessive equipment, such as a server in every classroom, probably was not nec-
essary.
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4. VNCI/NEC agreeing not to charge the school district the 15% match (85% free/
reduced lunch), the match would be the in-kind NABSE Bonus Package dona-
tion.

5. I believe VNCI/NEC may have been involved in the RFP and bid process, which
was handled by the Director of Technology.

It appears that large companies, such as VNCI/NEC, have been going around the
country offering solutions to school district technology problems and taking advan-
tage of the E-Rate program.

EXHIBIT

I A

Integrating E-Rate Technology
into the Classroom

NABSE Conference 1999

For More Information

Call Kristi Cole @ VINCT 800-763-8099 ext. 2240
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E-Rate Brings Together the District’s Technology
and Telecommunications Pieces-Solving The Puzzie
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Room 2
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PBX School/Office Stations
Interactive Real-time Audio/Video Intercom

Remote controlied Pan-
Tilt-Zoom Camers

33" Menitor

Student/Teacher
Deskiop Station

Hal/Library Observation
Staglon

PBX with vNC 708 Boazd Hat/Parent
Center/School Police

Dispiay Station

PBX/Telephone Switch
with VNCIOn Boaxd
Intercom and Telephone System Single-box solution fur ALL
connectivity within School/District/Region/State and the World

Security Cumeras 5 Hallways ‘qci‘s
oo O yo¥®
ALL in one, PBX wi uer ot
e Q-‘gﬁ
b

ATM
Gateway

¥NC1 Server
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PBX/VNCI Gateway to the World

*TV-quality video and stereo audio

+8-user simultaneous access To PBX with 12120 5 2as Switch
; Iy
*Easy user interface Ji
aMPEG /)] //// Fiber
/
*Scalable storage Decoder i/ /17 Channet
v WM
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Math, Science, Literacy and the Performing Arts Supported via Music/Art Centers

th, Science &
reracy Through
mal Arts via
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Highland Park High School

Other District Schools

School to School

Classroom 3 at
Elementary
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Telecommunications/Web Behavior Over the WAN:
Distribute Intelligence for Flexibility

District Administrative
- Headquarter

- Filtering and priovi
~ Bandwidth on o=t
MCI; US WEST
Inter-Tel
ATM WAN

Greater Bandwidtb with Satellite Transponder

KU-Band Satellite
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West Fresno
School District

gers $4.1 Milliod
ScheeTDISTIRT |
of the City of

Highland Park

gees $3.1 Million
Cluster 7,24
schools in the Log
Angeles Unified|
School District
Gets their own
$26.2 Million

WITHOUT ASSISTANCE

In 1998, Highland Park received

$ 200,000.00 in E-Rate. In 1998,
West Fresno Elementary School
District received over $ 230,000.00
in E-Rate. In 1998, Cluster 7
received $3.5 Million in E-Rate.

WITH ASSISTANCE

As of today, Highland Park, a K-12
District near Detroit, serving over 3,650
students in six schools, received $3.1
Million; West Fresno, an Elementary
District serving over 1,100 stadents in rwo
hools, received $4.1 Million; and
_uster 7 received $26.2 Million, for 24

schools and 26,000 students, completely
separate from the District’s applications

that yielded $27.3 Million for mor]
than 550 schools and 650,000
students.

Find out how these Districts were]
able to ger ALL of the funds.

NOW is the time to Apply
for E-Rate 2000!

E:Rate, 2000
Apply inthe

Tan. Lobby B,
live eoday!

Get big $ for
your schools
and students!

Give Your
Students the
21st Century
Tools for
Success!

Come visit us today in
the Tennessee Lobgy B,
see & use the technology
going into the schools.

We'll help you put your E-Rate
Application On-line TODAY!
and you'll be helping NABSE
for the future.

Don't wasie another year
without the extra §.

These Districts are installing
state-of -the-art technology and
backbones, along with on-site support
and maintenance that will last past
2020. The students in chese Districts
are getting the tools and the access ©
the Information Highway that will
assure them of success in 2000. /0



Fiber and Cat. 5/6 into ATM and 100/1,000 Gig
Every Classroom Switched Ethernet Backbone
with 24-port switch in each
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Server and Internet in 3% | 4* Telephone/ Video
Every Classroom Intercom/ P.A.
into Each Classroom
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Working 400 Miles Apart

West Fresno Elementa

School District®
E-Rate 1998 $230,000.00

E-Rate 1999 $4,100,000.00

* West Fresno Elementary School District has
two schools, One Elementary School and one
Middle School. Approximately 1,100 students
are enrolled, with about 90 classrooms.

Let the experts at VNCI, RM1 and Inter-Tel help
your District and Students get the Same
RESULTS!

Van Nuys/Grant, Cluster 7*, of the
Los Angeles Unified School District

E-Rate 1998 $6,500,000.00
E-Rate 1999 $26,100,000.00

* Cluster 7 has 26,000 students in 24 schools. Itis
one of the 27 Clusters of LAUSD. The District
{central office) has received $ 27,450,000.00 from
E-Rate for the remainder of the 650,000 students.

Mr. Foschetti working from Van Nuys High S chodl, in Von Nuys
Cdifornia part of the Los Angeles Unified S chod District, with @
student from Fresno.

The student on the monitor is dmaost 500 miles north of the
Van Nuys foodtion.

The equipment is pat of the AUDIONIDE O Intercom and
Teephone Switch (PBX). Both Districts were fully funded by E-
RATE. Thus Districts ae now entering the S uper-Highway ond
orepaing their students with the todls of the 21st Century for

success inthe 21st Century.
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The Classroom

Dramatic Results with Interactive

Video in the Classroom:

Student Reading
Scores Increase by

24 NCE Points

Read all about i, in the
attached T.H.E. Journal
article.

Improving student scores and
're-charging® teachers in 1l
inner-city public schools. The

schools are ALL part of the Los
Angeles Unified School District.

Find out ALL about getting the
same technology ot only 10¢

on the Dollar, through the
E-Rate Program.

Interactive Audio-Video Intercom and
P.A. to and from EVERY Classroom.

It can go throughout the School and
throughout the District.
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~HES JOURNAL

TECHNGLOGICAL HORIZONS in EDUCATION Volome 26, Number 4, NOVEMBER 1993

Outsourcmg
| Networlk Support

‘Win a
Computer
See page 85

Distance Learhing:jhe Impact of New
Technologies
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Interactive Videoconferencing lmproves
Performance
Of Limited English Proficient Students

JUDY N. GREEN, Director of Project REBUILD
Los Angeles Unified School District
Los Angeles, Calif.

21st century, it is our

R s we stand at the brink of the N

ful imph P

built and installed the student
desktop computers and assisted in
the set-up and design of the ATM

responsibility as educators to S
assure that our students are not only
prepared, bur also receive the
immediate benefits of
technologically advanced society
and economic environment. Project
REBUILD. an acronym for
Restructuring Educacional Behaviors | - —

has been the resulf, to some
degree, of the dedication of
private corporate partners.

intra-schoot and inter-school
networks for teachers, staff and
students. Desktop videaconferencing
systems that are easily and
economicatly scalable to room-size
systems - all designed and provided
.1 by the expert engineers at Premio —

o Ultimately Improve Literacy in
Dual languages, is a national dissemination project funded
by the U.S. Department of Education under Title VI
Since its inception in 1995, the project has transformed our
nine elementary schools, one middle school and one senior
high school into a seamless K-12 collaborative learning
environment. Staff, students, parents and comemunity
members work together to improve student outcomes
through the sharing of information over interactive 30-

fi ond videocc g and scate-of -the-art
ATM networks, .

In the Gardena Complex of Schools within the Los
Angeles School District, Project REBUILD centers on the
incorporation of advanced telecommunications and
technology into the curriculum. The primary goal of the
project is to improve the performance of Limited English
Proficient (LEP) students, while also meeting needs and
improving the performance of all students. Evaluating
standardized CTBS test scores, entollment in advanced
college preparatory classes and improved attendance at the

give staff, students, administrators,
parents and community the opportunity to share ideas and
information without ever leaving the classroom.

The “CNN quality” interactive videoconferencing
systems used across the K- 12 spectrum and at all grade
levels provide the school staff with the ability to jointdy
plan lessons and team teach from different school sites. The
85 teachers and 1{ principals, none of whom had ever
wouched a computer prior to the project, have radically
altered their own behaviors and methodologies. The staff
members at the school sites are supported in their
continuing professional development — remotely using
videoconferencing by the Center for Language Minority
Education and Research at California Seate University
Long Beach. The teaming of the staff, teachers and
University mentors through the advanced ATM and
computer networks is providing equal access to primary
language and advanced curriculum instruction to the LEP
and ail students and their parents for the first time.

Teachers are currently using the technology to

conclusion of the second year of the project, i
research has validated the use of advanced
telecommunications and technology in public education.
The successful implementation and expanded use of
technology into the classrooms combined with teacher and
staff training has resulted in the elimination of classroom
isolation and the increase in English and second language
academic proficiency.

Overcoming Obstacles

Project REBUILD has been able to overcome the huge
obstacles found in large, inner-city, mainly minority and
usually poorly funded public school districts. Successful
implementation has been the result of not only staff
dedication, but also the dedication of private corporate
partners such as Premio Computer, Inc., a company with
proven experience in the K-12 and post secondary
education field. Premio along with Zydacron and Lucent
Technologies have provided continued assistance in
developing technical design, training and support. Premio

d 1 student | improve self- and
increase individual student achievement. All of the
minority and lly the LEP stud have easy-to-use,

daily access to the Intemert and electronic mail in their
classtooras and from home. The individual schools in the
project are learning to take advantage of both local and
wide area networks for use with software and
communications. Parents and teachers can now
communicate directly with each other for the first time.

Positive Changes

Entering the fourth year of implementation at the
Gardena complex of schools, Project REBUILD has
resulted in many positive changes and effects. The project
students, both LEP and English only, have made substantial
gains in English reading proficiency, as measured by CTBS
{comparing 1995-1996 results to the 1996-1997 school year
test results). The students participating in Project
REBUILD showed an overall increase of 24 NCE points
over students not participating in the project. The dramatic

November 1998 69
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increase in achievement, we believe,
is the direct result of incorporating
powerful and advanced
telecommunications and rechnology
 to support instruction and
cutriculum. In addition, just one year
after implementation of the project,
" student participants at Gardena
High School showed a 6.5% increase
in the number of students
successfully completing college
preparatory course work. Finally,

Finaily, overall »s‘tudent .

» “aftendance for

" -those participating in -
the bro)et_:t showed &

. significant Increase.

kept on CD-ROM for students.
Several other school districts within
California are also planning to adopt
the Project REBUILD technology
and telecommunications model in
order to further enhance student
achievement 1n their districts. The
1998-1999 schoo! year marks the
fourth year of the five year Project
REBUILD and looks to be one of the
mOost exciting.

overall student attendance for those
participating in the project showed a significant increase,
resulting in an average of more than two days of
instructional time.

Project REBUILD and the Gardena Complex of Schools
within the Los Angeles Unified School District is one of
the few documented projects and programs that clearly
demonstrates the tremendous benefits that can be realized
through the integration of advanced technologies. The
success of Project REBUILD has led to the schools within
the complex to budget their own funds to expand the ATM
networks, videoconferencing and computer systems for the
1998-1999 school year. The schools of the complex have
banded together with Project REBUILD and jointly applied
for E-Rate subsidies in order to put a fiber and ATM
infrastructure backbone onto the entire school site.
Through the E-Rate subsidies, providing for a 90% discount
+ infrastructure and advanced telecommunications
services, the 11 schools of the complex will be able to carry
public telco ATM into every one of the more than 450
classrooms. Each classroom will become its own LAN, with
purchased and donated computers, at a ratio of one
computer for every two students. Each classroom will have
its own homework hotline through one of its three NT
network and relecommunications servers. These servers will

e the gateways for all telec ications and
information passing from and entering the classroom.

- Partnerships with Premio Computer, First Virtal (now
FVC.COM), Lucent Technologies, Bay Networks and
WorldCom will provide the support for the purchase,
mstallation and training in the ongoing use of the servers,
ATM networks, videoconferencing, telephone and data
networks. Premio Computers will be assisting Project
REBUILD and the Gardena complex of schools along with
the Grant and Van Nuys Cluster of 24 schools in
developing electronic true assessment portfolios that will be

70 T.H.E. Journal www.thejournal.com

Judy N. Green is the director of Project REBUILD and author of the 75-page
compeniuve grant. She is riow working alane to coordinate and implement all
aspects of the project. She is also working with the PSRTEC 10 educate other
districts and vendors regarding E-Rate possibiliies. Green &5 an educator with
more than 30 years experience in public education.

E-mail: jgreen0l @lavsd.k12.caus

Companies mentioned:

Bay Networks, Santa Clara, CA, (408) 988-2400, www.baynetworks.com
FVC.COM, Sancs Clara, CA, {408} 567-7200, www.fvc.com

Lucent Technologies, Murray Hill, NJ, (908} 953-8615, www.lucent.com
MCI WorldCom, Jackson, MS, (601} $74-8400, www.mciworidcom.com

Premio Computer, Inc., City of Industry, CA, (66) 839-3100,
www.premiopc.com

Zydacron, Inc.. Manchester, NH, (603} 647-1000, www.ydacton.com
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JASPER COUNTY PUBLIC SCHOOL DISTRICT EXHIBIT

NEC 3

NEC Business Network Bolutions inc.

tabbies”

NEC E-RATE CONTRACT

DISTRICT'S ATTACHMENT RIDER A

MEMORANDUM OF UNDERSTANDING

This document wilt serve a5.2 memorandum of understanding between the Jasper County School District
¢ ) and NEC Business Network Solutions, Inc. (Prime Contractor).

It is the express desire of the District 1o honor ALL terms and conditions of the signed E-Rate Purchase

Agreemem In light of the awards, it xs the District’s xmem that NEC BNS provide the following items and
services, utilizing District approved as required (p that the specified vendors meet

NEC BNS qualifications and sandards).

Upon mutual acceptance, agreement and signing of this d by authorized NEC BNS

and executed by the District. The District will complete and submit the FCC Forms 486 and 500 stating
that services began July 1, 2000. The completed forms wili be submitted 1o the SLD. NEC BNS will the
be able to invoice the SLD for up to 80% of ALL approved funds. The balance (20%) will be approved,
by the District for invoicing to the SLD upon completion of the infrastructuse by NEC BNS, NO LATER
than Jenuary 31, 2001.

ible sub Entre

Th:Dmnnrequesxsd’mNEC BNS review the following companies as p
hutions and C Inc..

NEC BNS to provide equipment and services as approved and funded by the SLD s follows:
CABLING: FRN 450081 $1,421,58930
Each classroom 1o be equipped as follows:

- One 12 strand multi-mode fiber drop

- Two category 5 voice drops
- Two category 5§ ATM drops
- Five category S Ethernet drops

- New Conduit

Administrative Stations:

- Stations 1o receive voice, data and fiber drops as required

o
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JASPER COUNTY PUBLIC SCBOOL DISTRICT

SERVICE - Recurring FRN 45132 S 19447291
{District Service)
TOTAL USAC FUNDING COMMITMENT $ 9,548,507.80

NEC BNS bas agreed to provide “in-kind donations™ of non E-rate qualified equipment and services based
on current pricing not to exceed the values delineated below:

°7



100
JASPER COUNTY PUBLIC SCHOOL DISTRICT

NEC BNS has agreed to provide “in-kind donations” of non E-rate qualified equipment and services based
on current pricing not 1o exceed the values defineated below:

Non lified Equipment &
Electrical Upgrades

University Training for Teachers
Climate Controf Systems at MDF's

Alterations to imemal existing structure to create
Network Operations Centers

Four (4) color network copiers
{collate, staple and paper feed up to 14"x17"

. ;= One per classroom
- 33" Monitors, mounted to wafls or ceiling

- Fan-til-zoom cameras

~ Video Clients for PC’s

~ Color ink jet printers

PBX Bonus Pacl s
~  Dterm Series E 32 Bunon Administrative telephones for
PN _—

e p as req
- One Dterm DTP-1-2 Single Line Telephones for
Cl. and Administrative positions as requi
- Five (5} Active Yoice ADS Voice Mail Systems
- Locked data box (wall mounted) 2’ x 2°x 3’ with rack mounts
- Data closets 1o be provided with locks and alarmed.

m .
400 ~ Personal Computers (approximately)
12~ Laptop Computers
100 - Teacher workstations (approximately)
150 — Mobile workstation (Stanley or Busch ~ mobile computer
carts for teacher workstations)

PC configuration for student and teacher multimedia workstation as follows:

(e 21) Pentivm® I 733 Mgz

12 Cache 256K

Memory 128MB (128/0)

Floppy Drive Yes

Hard Drive 15GB°

Controller IDE Ultra DMA 66

Graphic Integrated 2D/3D AGP graphics
4MB Display Cache

Auvdio 16-bit AC97 compliant steres sudio

Int. Networking 3Com® 10/100 Ethernet

Chassis Convertible

CD-ROM 40X Max Varisble Speed®

™
Q

Op Sys Windows 98
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JASPER COUNTY PUBLIC SCEBOOL DISTRICT

TOTAL NEC BNS BONUS PACKAGE 53,050,008

*» This is an estimated vafue based on NEC BNS current pricing and is not subject 1o change,
maodification or substitution went without advanced written consent of both parties. Prior to
commencement of any work, a Scope of Work (SOW) will be agreed upon by both parties which will
detail equipment itemization and functionality.

All of the above items are subject to verification of quantities and specifications to insure that the project
does not exceed $ 9,548,507.90 as approved by the SLD and are in compliance with the terms and
conditions of the E-Rate Program. Our signatures indicate that we accept the terms and conditions of the
MOU, subject to funther clarifications within the limits of the SLD funding.

Digtrigt NEC BN$

By Pr. William Singleton By:
Print Narne

Print Name

Signeture

Title:_Superintendent Title:

Date:_October 10, 2008 Date:
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BV JASPER COUNTY BOARD OF EDUCATION EXHIBIT

W,

10.5 *POLICY COMMITTEE REPORT - MS. BERTY RILEY - EXH. Il
10.6 OTHERS

—
Nwd/ N

‘ lf “REGULAR” SCHOOL BOARD MEETING
MONDAY - OCTOBER 9, 2000 - 6:30 P.M.
l DISTRICT OFFICE BOARDROOM
h( RIDGELAND, SOUTH CAROLINA "
lﬁ AGENDA 'hl
h;: 1.  CALL TO ORDER !‘l
(| 2. ROLL CALL & ESTABLISHMENT OF A QUORUM N
hi: 3. NOTIFICATION OF NEWS MEDIA ﬁ;[‘
4 4. INVOCATION }
I 5.  PLEDGE OF ALLEGIANCE ll
(] 6.  RECOGNITION OF STAFF & VISITORS )
ll: 7. PUBLIC HEARING(S) ‘\(]
| 8.  *APPROVAL OF AGENDA 4
,l’ 9.  *ADOPTION OF MINUTES - SEPTEMBER 25, 2000 ?~ll
4 10.  SPECIAL HEARING(S) >
IE 10.1 STUDENT HEARINGS ;ll
10.2 NEC UPDATE ~ MR. MIKE DUNCAN - EXH. NEC
ll\‘ 10.3 ADULT EDUCATION PROGRAM/ALTERNATIVE SCHOOL/ N l
llﬂ ESL PROGRAM UPDATE ~ MR. WARREN NORRIS - EXH. I '
; 10.4 ADEPT PROGRAM UPDATE - MRS. GWEN SMITH ~ EXH. It l
"‘ 11. COMMUNICATIONS :
< 11.1 *OUT-OF-STATE TRAVEL REQUESTS (A-B} - EXH. IV
: ll\; 11.2 *REQUEST TO PURCHASE CARGO/UTILITY VAN -~ EXH. V
¢ 11.3 *CRITICAL NEEDS BUDGET - EXH. VI
; ’,; 11.4 *INCREASED HIGH SCHOOL DIPLOMA BUDGET - EXH. VII
4 11.5 1998-2000 CSAB RESULTS - EXH. VIl
l'; 11.6 OUT OF DISTRICT STUDENT TUITION - EXH. IX
AIYY 11.7 BOARD ATTENDANCE - SEPTEMBER 2000 - EXH. X
] } 11.8 OTHERS
( 12. PERSONNEL UPDATE

12.1 VACANCY LISTING
12.2 *EMPLOYMENT RECOMMENDATIONS (A-E)
17 3 *RESIGNATIONS (l-‘l

o
—

dued

12.4 *MATERNITY LEAVE REQUEST (G-H)

12.5 EXIT INTERVIEWS {I.J}

12.6 OTHERS

SUPERINTENDENT’'S REPORT

13.1 SALARIES ENHANCEMENT POSITION PAPER - EXH. X1
13.2 MINUTES FROM MEETING WITH STATE DEPT. - EXH, XII
13.3 UPDATE ON STUDENT EXPULSIONS 1999-2000 ~ EXH. XIII
13.4 DUE PROCESS HEARING REQUEST- EXH. XIV

13.5 FOLLOW UP TO JCHS GATE RECEIPT SHORTAGE

13.6 OTHERS

OLD BUSINESS

NEW BUSINESS

16. *EXECUTIVE SESSION v
ADJOURNMENT *BOARD ACTION REQUIRED ) i

NN N o i e i I PN I i o

=

? v/
-
W

—
o L

Sl N>
WL

—
e

¢ Nwd Nowd ooz
[ i put
Noo s
W,

["{r?
.4
.<
'1

|
l
|
l
b




103

JASPER COUNTY BOARD OF EDUCATION
MINUTES - OCTOBER 8, 2000

PRESENT: Berty Riley, Patricia Wade, Daniel Williams,

Patricia Stephens, Patricia Walls, Priscilla
Fraser and David Riley

ABSENT: Kathleen Snooks and Jimmy Baker

1.

CALL TO ORDER - This regular meeting was called to
oxder at 6:30 p.m. by Patricia Walls, Chairperson,
in the District Office Boardroom, Ridgeland, Scuth
Carolina. :

ROLL CALL § ESTABLISHMENT OF A QUORUM ~ 7P/2A

NOTIFICATION OF NEWS MEDIA - The following news media
were notified of the date, time, place and agenda of
this meeting: Jasper Sun/Bardeeville Times, Beaufort
Gazette, Carolina Morning News, WSAV, WTOC and WJIWJ.

INVOCATION - The invecation was led by the Chaplain,
Daniel Williams.

PLEDGE OF ALLEGIANCE -~ The pledge to the flag was
recited by the Board and the audience.

RECOGNITION OF STAFF & VISITORS -~ Dr. Singleton
recognized the parents present, NEC representatives,
Dr. Jim Boerner, Mrs. Daisy Johnson (JCEA President),
Dx. Jane Upshaw, Dr. Bob Wolff and staff members,

Dr. Singleton announced that Dr. Upshaw and Dxr. Wolff
would like to do a special introduction to the Board.
Dr. Upshaw came forward and introduced Gail Quick,

who was named as Assistant Dean for University
Relations. Dr. Upshaw stated that Dean Quick would be
responsible for looking for funding sources for the
partnership with the school district. They will first
look for a funding source to bring USC’s early child-
hood education program to Jasper County, which is
directed by Professor Melanie Pulaski. She explained
that this would be a pilot project for language
development, She stated that Dean Quick would be very
involved with Dxr. Wolff in looking for other ongoing
possibilities.
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Dr. Upshaw stated the Dean Quick brings to the
partnership twenty-two years of higher education
experience. Twelve of these years have been in the
area of grants and development. She stated that they
look forward to having her as part of the team at the
University and part of the partnership with Jasper
County School District.

Dean Quick addressed the Board regarding her role with
the partnership. She introduced Janet Thomas, who is
a consultant from the U. S. Department of Education
and who will be assisting them.

Mrs, Walls welcomed them to the meeting and thanked
them for the great things that they would be bringing
to the children in the school distrxict. She also
welcomed the parents and others present and encouraged
them to continue to support the Board at its meetings.

7. PUBLIC HEARING(S) -~ NONE

8. *APPROVAL OF AGENDA - Mrs. Walls entertained a motion
for the approval of the Agenda. A motion was made by
Daniel Williams and seconded by Patricia Wade.

THE MOTION PASSED UNANIMOUSLY 6~0.

9. *ADOPTION OF MINUTES - SEPTEMBER 25, 2000 - Mrs. Walls
entertained a motion for the adoption of the minutes
of September 25, 2000. A motion was made by Berty
Riley and seconded by David Riley. There were no
corrections. THE MOTION PASSED UNANIMOUSLY 6-0.

10. SPECIAL HEARING(S) -~

10.1 STUDENT BEARING(S) — Dr. Singleton stated that
there were three student hearings for expulsion
scheduled from JCHS, however, only two parents
were present. These parents were asked to come
forward. Mrs. Walls gave them the option of an
open or closed hearing. Both parents chose a
closed hearing.

of
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Mrs. Walls entertained a motion from the Board to
go into Executive Session for these hearings. A
motion was made by Patricia Wade and seconded by
Patricia Stephens to go into Executive Session.

THE BOARD ENTERED INTO EXECUTIVE SESSION AT 6:39 P.M.

* * * * * *

THE BOARD RETURNED TO OPEN SESSION AT 7:27 P.M.

During the Executive Session the third parent had
arrived. All of these were conducted in closed
hearings.

The following motion was derived from Executive
Session:

A motion was made by Patricia Stephens to allow
students A and B to return to school under a
contract with the principal to include in-~-school
and outside counseling, and student C to be
expelled from school for the remainder of the
school year. This motion was seconded by David
Riley. THE MOTION PASSED UNANIMOUSLY 6-0.

NEC UPDATE - MR. MIKE DUNCAN ~ Dxr. Singleton
stated that NEC Business Corporation was present
to demonstrate some of the equipment that will be
installed in the school district through the
E-Rate grant. He stated that there would be a
need to go into Executive Session to discuss
contractual matters regarding this.

Mr. Duncan came forward to introduce Judy Green
with VNCI, and Gerard McNulty, National Accounts
Manager with NEC. They both came forward to
share information with the Board.

Mrs. Green explained that E-Rate is not a grant,
but a subsidy. It is a federally managed program
that was created as part of an agreement between
Congress and the telephone companies as part of
the Telecommunication Act of 1896.

“
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She shared that E-Rate pays directly to the
vendors for telephone service, tier-l1 servers and
onsite service for technicians, etc. Mrs. Green
passed out information on the NEC E-Rate Contract
and went through what items will be included.

She stated that the total for this is $9,548,507.
The remaining §900,000 (approximately) will pay
for telephones, cellular phones and Internet
access.

Mr. McNulty stated that this new technology
will help the school district to have an equal
playing field for all of the students. BHe
introduced Ken Morrison, who will be the onsite
manager for NEC, and Jonathan James from VNCI.

The Board expressed a concern about the
installation causing any disruptions in the
classrooms.

Mr. McNulty explained that they would be
working around the schedule of the schools to
install the equipment, etc. They will not be
disturbing the classes.

Mrs. Green shared that the next window of
opportunity to apply for funds for next year will
open up in November.

Dr. Singleton asked them to explain how the
school district qualified for these funds.

Mrs. Green stated that the award was based on

the number of students eligible for free and
reduced lunch. She explained that because
Ridgeland Elementary and Ridgeland Middle Schools
reported their count as one school this reduced
the subsidy this year. She explained that both
schools need to report separately. She stated
that Jasper qualified for an B85% discount level.
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The equipment to be installed in each classroom
was on display in the boardroom. It was
demonstrated to the Board and audience how each
teacher would be able to communicate with the
office staff through the computer or on the
telephone. Other ways that the equipment could
be used was also explained.

Mrs. Walls entertained a motion from the Board

to go into Executive Session to discuss
contractual matters with NEC Business Corporation
and VNCI. A motion was made by Patricia Stephens
and seconded by Berty Riley to go intc Exccutive
Session. THE MOTION PASSED UNANIMOUSLY €-0.

THE BOARD ENTERED INTO EXECUTIVE SESSION AT 8:11 P.M.

* »* 14 * * *
THE BOARD RETURNED TO OPEN SESSION AT 8:37 P.M.

The following motion was derived from Executive
Session:

A motion was made by Patricia Wade to accept the
offer of technology from NEC Business Corporation
for the school district. Daniel Williams
seconded this. THE MOTION PASSED UNANIMOUSLY 6-0.

ADULT EDUCATION PROGRAM/ALTERNATIVE SCHOOL/ESL
PROGRAM UPDATE -~ MR. WARREN NORRIS - Mr. Norris
came forward to share the highlights of his
written report to the Board that was included in

the board packet.

Adult Education Program

He shared that he had attended a two-day training
in July for the state mandated accountability
program called EdVantage Pro. He explained that
this program tracks students, staff and classes,
and will be instrumental in filing reports to the
State Department. Mr. Norris shared the
breakdown of the enrcllment in the programs at

i3
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Condortium Meeting
Novimber 27, 2001

Antendancs:

Allendale Kay Gooding

Bamberg ! Phyllis Schwartifig

Bamberg I{ Walter L. Tobin

Bamwell 13 Andy Sandifer

Barnwell 29 Edward Mozingg

Barnwell 45 Carolyne S. Wilfams

Hampton [ Buddy Phillips

Hampton I Denzus Thompsdn

Jasper William Singlerdn

Cons. Orangeburg 4  Absent

Visitors:

Robert Scarborough  SCASA

Dr. Al Eads

George Marchelos  UNCLVERATE

Myrtle Smoak Barnwell SchoolfDistrict 45

Buddy welcomed everyone, espl

poially the guests. Robert Scarborough of South

Carolina A of School A

began by stating that tomorrow we're

meeting with The State newspaper to p|
Fractional percentage points will pyt s
more then a report on the schools, Itis:
front does not come close to telling the
that’s on the back of the card and make]
community. We want to hold every

t some information concemiag the report cards.
hdents in different categories. The report card is

. report card o the community, The grade on the
bvhole story. You have to take the information

2 story out of it about your school and

ble — the legisl: everybody.

The law says thaia school that
resources, teacher specialists, external
looking at what that cost was going to Y
could be the worst of the worst ot be thy
come in and tell you what you already

Judged unsatisfactory will get a good bit of
pams, principal specialists. They're going 1o be

k: and tell you things you already know. So, you
best of the worst and just get a review team
ow. You can also be in the middle of the worst,

If you have schools that are below averfige, you can get that same help if you request it.

For your below average schools|
the resources to improve those schoois.
they don’t have the funds; therefore, shi
because you know the cutcome; that shi

t
1o make a difference when the second ri
about what the legislature didn’t do dur]
foundation.

we want you 10 ask the SDE to provide you with
Of course, she is going to write you back and say
can’tdoit. That's the point Don’t not write
can't do it. You write to make her tefl you that

1 ing situation. That’s going
rort card comes out. We're going to be alking
g the fist and second year. It will be a good

EXHIBIT

D
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Buddy: You're saying that thers

is money out thers; but the below average

schools would not receive any help? Sdarborough: That's right; but the law says thar if
yau're a below average school, you canfreceive help if you request it. We want you to
. That sets the stage for a lot of things we wijl
on and 2 year from now for the second round of

ask for it so she has to say she tan’t do
be doing during the nex: legisiative sesy
report cards.  If there is a second round

£ report cards. It may not be.

Dr. Eads said that it also sets thd stage to say ‘here is what we tried to do on our

own but we obviously couldn’t. The agpropriations of the legisiature is the problem. We

don’t want to blame the SDE; they're 4]

ing to help. We want to put some

heat on the 1 Speaking of tt

brochure we do each year. We have plgfoun

Plarform statements are those issues tha

Position statements are mote passive infhat we won’t bring it up unless someone eise

1 this is the 2002 version of this little

and p
} we'll be proactive on trying to get done.

does; but we do know what we beliave §bout it. We usually have sight of each: bus this

year you will see that we have one platfprm statement and everything else is position

statements. You can see it on our webs
We will be back in touch with y]

schools and what your expectations are

e. We have budget cuts alse.

u round about the 4™ of December or shortly
thereafter asking you to write the SDE geking for assistance for your below averege
for your unsatisfactory schools. Jot down fanuary

3™.and 4%, Thursday and Friday. The Covernor would like to try to meet with
om us about such a meeting. Mrs. Adams stated
that she has called three times for the Gpvernor 10 come meet with us. We’ll change our
meeting date to accommodate him; but [ haven’t gotten it yet. )

superintendents. You tay be hearing f§

Questions: List of resources - d ﬁmct - principal specialist, teacher specialist? A

principal specialist actually replaces a p
principal leader is assigned. All that co]

incipal; but if the principal remains, then a

he under the heading of more people, more

experts, more hands on the task to bringimore resources. A long discussion reiterating

the above took place.

Dr. Eads restated that funding isfthe problem. EIA funding and what should and
shouldn't be cut out. Teacher salaries won't be touched. He met with the budget
committee — bleak news. The Constitutfon says we have to have a balanced budget, and

that’s what we're going to do. Student/feacher ratio has gone up because of budger

constraints. The leadership position is ‘&t}being taken where it’s needed on these

cornmittees. The BOC is hurting now,

¢ chairman has been elected Mayar of

Spartanburg.  We need to start meetingjwith these business folks who are making
decisions about education. (note: The dhairman has resigned.)

\
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Buddy thanked Dr. Eads for his
Singleton to mtroduce the nexr'guess, G
- 2 video networking company. He is irg
George said: We specialize in ERATE.
district in the country can afford. So,I
funds and ERATE is the perfect vehicle
districts like yours maximize their retury

Does anyone here not know wha

Quick story: In 1935, Congress passey
rural areas because thar was the only wa
1 ies polled to establish

hiput and for coming. He then asked Dr.

orge Marchelos. His company's name is VNCI
rhe Consulting Professional Services Group.
[We have great products that almost no school
ave 1o figure out a way 1o help them get the

for that. [ trave! around the country and help
 on ERATE.

 ERATE is? Does anyone know how to start it?
the first communications act to bring phones 10
f they could reach their voters, They had the

bsidy for a year. By the 1960s, the areas were

wk;d; but they did not stop collecting

e money. The phone companies were pocketing

the money until 1966. Congress passedhe communications act of 1996, aisc cafled the

Gore Tax. This split the collected mone]
other 52.25 billion will go for ERATE t
classroom, especially in poor and minor|
from.

Last year, my team raised $80.5

y in half. One half to rural health services, the
f bring internet and telephones into every
ty school districts. That's where ERATE came

million in ERATE just for the National Altiance

of Black School Ed 1 go to thei

every year; and I was invited by Bill

1o come out here and talk to this group f]
services. ERATE is all we do. The vid:
vendors provide it; so that’s how I get p.
that.

Some things you can use this syy
your shinning star teachers, it can rejuviy
and techniques to use in the classtoom.
see. With the influx of technology we’rg
involvement, you can take old computer]
requirement is that they must attend PT4
involved with the school is thar districts
donate old computers. The more you gof
you. You can use ERATE to subsidize
components together,

How do we take a district with i
program on your own and get $4.2 millis
only way to get something educationally
ask for every single dollar that’s due to

3

br additional business. There is no charge for our
o system is included as part of our proposal. The
id. So, I'm providing free services in liew of

ern for are teacher re-certification, help keep

jate veteran teachers by giving them new tools
have some brochures of classrooms you can

| going to get for you and to increase community
b and rifle them to the community. The only
meetings. Other ideas to get the community
fan become their own Internet service provider;
the community involved, the better it will be for
Jither parts of your budget if you get all the

o schools, 1,100 kids, and a $250,000 ERATE
n? You push it, Push it right to the line. The
I’ve found, is to push it right up to the live and
b .
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There are some do's and don'ts

need to do this for you if you choose ¢
commitments up until I file your applic
information, I need you to gat it to te g
respond to questions. Do not be feoled |
not in business to fund you; they’re in by

d of you: Give me the information that [
foin our program. There are no fees, no

rion on January 17, 2002. When I ask for
hickly because they give me seven days to
 These people who run the ERATE program are
bsiness not 1o fund you. They had $5 billion

waorth of applications last year; they onl} had $2.25 billion for funding, One out of every

two applications is poing to be rejected §

Other points of interest in this s
ROM, Percentage of eligible Title 1 -
ERATE. Eligibility is a Carch 22 situag
with ERATE contracts, they know that
another year which, at the cuyrent rate, o

krem: Crisis intervention compenent - CD

¥ ou need to be 75% eligible to participate in

jon with Rural Health. Also, you need to know
hey don’t have to purchase equipment for about
ould be about 31,000 per computer. If you

bought the same computer today, it might cost you $300; but they will nor use the current

price, which would undoubrediy be low
computer.

fr, but will charge you the ERATE price for the

With us, we know how school dfmmicts work; we know how ERATE works, We

answer questions, sertle options, That's
need to know is what questions you hav,
techriology, show you some of the classt
There is a time deadline that we must m

jsome of the things we specialize in. So, what [
about the program. I can show you the

boorns we've connected around the country.

et. We have 28 days to put an application on-

tine even if you choose to do it or sot. Miy hope is that I could ger an application posting

this week just to represent all the districy
and pur it on-line.

Eleanor asked George to explain)
they can do individual applications or a9
many teachers, students, your eligibiliry]
things. Dennis: “Are you a part of the
Dennis: “How do we deal with afl the of
10t come 1o you and say let me help you
your paperwork, and oh, by the way, let
huge conflict of interest and it'll get youl
your consultants.

Dr. Tobin asked what about tech]
would you sell computers as a reduction]
nor eligible; file servers are eligible. WH
PC? Scftware. That's it We have std

. It takes 5-6 weeks 1o get everything together

fthe process for the Consortium, George said that
la consortium. It is asking for information - how
| umber of students per school. Those types of
frate contract? George: ‘“No, we’re nol.”

fhers who come?” George: “We don’t bid. Tean
with your application, write your proposal, do
fne win it too.” That's against the law; it's 2

in serivus trouble. So, we're actually working as

fology if computers were not part of this? How
b Good question. The way we do it is PCs are
Jat’s the difference between a file serverand a
s and documentation that show that cach
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classroom should be made it’s own indifidual network, We’'re making each classroom

it’s own individual island. We put a fild

server in it; and because of the affiliation we

have with Bill through the National Allipnce of Black School Educarors, each fie server

comes with this aew computer — & donag

The file server costs 50% less nd
those file servers. Not only that; but yoi
paid for teacher re~certification. You ¢a
re-certification. So, insread of paying m
kind of barter systern. Mirs. Adams stat
“Yes, you can”, was George’s response.
it through the Consortium, you can do iy
consortium because it is just as difficult
school districts, Only numbers matter, 4
doing single districts; but I have 2 limirg

on back to the district.

v, You will get a computer with everyone of

can donate half of the district’s $10,000 you

b also donate to this university for doing teacher
ey for services, you can donate systems, It'sa
jd that “we can do that through the Consottium.”

Or, if not enough here which would want to do

individually. It is easier formetodoitasa

o do a single school district, as it is to do twenty
pe paperwork is exactly the same. I don't mine
i amount of staff,

Question: Asa fum, i
would receive? Good question. The on)

Id you break down the amount each member

} fair way to do it is by student count. [f we had

20,000 students and the consortium
figure out particular needs that each schi
districts Is ¢lecaical upgrades because v
Thar depends on how rauch is warcanted

$20 million, we’d have to sit down aad

ol has, For example: The number one need in
pu can’t run the computers if you do get them.,

jto how mach was negotiated.

Someone asked about exp
itis then itiso’t. You have to apply for
Prigrity 2. Because this is 2 public

that is reimk ble. George said that

k. The way it is broken down is Priotity 1 and

act, only Priority 1 servers are

guaranteed. Technical talk - BVBX sys
security System integrated into it, Links 4
of equipment; and the fact that [ found

I'm going to be here. Ieandoa
individual districts or as the Consartium,

brs, video conferencing, video recording,

other cls etc. It is an impressive piece
foney o belp pay for it doesn’t hurt either.

-minute video presentation if you like. 1can do
| Its up to you; but I'3 like to know something

this evening. Ar least let me put an appliation on-line for you. Someone asked what is

you already have an ERATE person with
you've already gor on-line and go from ¢

Dr. Tobin: The districts need to
the deal as far as technology and the Corg
h , dug to time T will o

some stuff going for you. I can look at what
hiere.

fnow that they're genting what they need ot of
portium is concerned. George said that’s true;

Don't think that jt's a coineidence that tH
with so many districts. I don’t have timé
T did; bur T don’t at this time. We can doj
generic application. I’} ask for the worl
After I've submitted the application, we”

bt evaluate each district’s needs right now.

b deadline is set up around the holidays. T work
ito go over each one’s technology needs. [ wish
Rhat ar 8 Jater date. But what we'll doisputina
i it is approved, you don't need it on paper,
sit down and assess what you need. Some of

you may say we don’t need this; while affother may need it. It is just too difficult to do

5
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that pow.

The Don’ts — Please don’t ask to
rebuild your gym. I'm going to be here
George for coming and presented him

Buddy then stated that we’ll run|
have to leave. May we get a motion to
we'll do that at a larer date? It was mov]
Buddy then called for the Director’s rep

Director’s Report

Mrs. Adams referred to a sheet
referred them to the agenda. She asked
answer to the Standards. Look at the qu
with them, Now is the time to make reg

Item #2 - Joanne Anderson - EQ
comments before you leave for Christmy
That's very important,

Item #3 - The studies key -~ The}
student performance. The piece under
sent to all ADEPT coordinators.

Superintendent Evaluation - If y]
evaluation.

Legislative information:
+ SCSBA annual convention/conferen|
» Sandy Rowe wants your input on teq

additional information on that if any
* Letme say that from working with [

fbuy the district a car; put carpeting down,
For 4 while to answer questions. Buddy thanked
th a token of appraciation.

xl;;ouzh the agenda because some of vou may
pprove the minutes and if there are any changes,
d and seconded. All in favor, opposes likewise.
T -

Fith George’s contacet information on it. She then
fhem 10 please look through item #1. Thisis in
pstions. Ouce they're passed, we'll have to live
buumendations and suggestions.

[”. Please read through this and give her any
bs. If you don't comment, it doesn’t get changed.

F key finding fiscal autonomy property taxes vs.
prrey. You should all know about this; but it was

bu have not had one, you want 2 formal

3

Eher cortification. Carolyn can probably give you
pody needs it.
pducti hers, we have some that have net been

observed. You need to have your Al
each principal. This is an exampie of

BEPT coordinator send something like this to
F what Kay Gooding uses for Allendale.

Htem #15 ~ There is an increase in U

Ttem #16 ~ On December 13%, I pk
Coordinators, We need to decide what
concerned. R ber budgets are pi

C’s tition,

to have @ meeting with the Staff Development
e’re going to do as far as staff development is
ing and I would recommend that we do re-

certification eredit instead of graduate

it. We have paid $8,000 this semester for

college courses. We always start out with 15-25 participants; but end up with 10-12 per

class and that is not financially feasible

me. Please tell your staff development
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coordinator what you want and they wil] Eteil me. We will meet at 10:0 atn on December
13*. Pl send 2 memo to them. De youjhave your card filled out? Thank you. {

Old Business - None

Last Minute Concerns

Dr. Tobin stared that Denmark’sfboard met last night and selected a
superintendent. Beginning January 7, 2402, Dr. Deborah Williams will take the office of
superintendent. I'm going home.

Qur next mesting will be the leglslative workshop. Is that right, Eleanor? Mrs.
Adamns stated that we need to decide if you all want to meet on January 8 or pur it off a
week because on Japuary 9%, you'li go th the Governor’s conference. I can call around .
and get a tally. Buddy asked her to pleake do that. . :

Buddy then thanked Dr. Tobin agd Mr. Tindal, in his absence, for being a part of ;
us. He wished them both success in the future. :

Meeting adjourned. ., . i
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REVISED DRAFT

SECTION 6

Federally Funded Programs

(Listed by Revenue Code)

Revenue 200203 Page
Code Subfund Federal Program Award Estimates  Number
4210 207 Vocational Aid, Title | $ 11,296,721 210
4220 258 Tech Prep Education, 1,738,505 215
Title Il

4230 240 Appalachian Regicnal 301,901 217
Commission (ARC)

4240 261 School-to-Work 4,311,630 219
Implementation Grant
(Carryover Provision)

4310 200 Title |, Basic State 109,914,437 223
Grant Programs

4312 251 Rural and Low-Income TBD® 226
School Program, Title
Vi, (Carryover
Provision)

4315 265 Title | Accountability 1,747,243 228
Grants for School
improvement

4316 906 SC READS—Local 5,280,000 230
Reading improvement

4317 907 SC READS—Tutorial 1,100,000 est. 234
Assistance Subgrants

4320 252 Pubiic Charter School 2,200,000 237

Grant (Carryover
Provision)

anT
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Revenue
Code

Subfund

Federally Funded Programs

({Listed by Revenue Code)

Federal Program

2002-03

Award Estimates

Page
Number

4330

4331

4340

4341

4342

4351

4360

4370

4400

254

253

241

264

262

267

242

263

243

Technology Literacy
Challenge Fund, Title
111 (200102 Carryover
Only)

Enhancing Education
Through Technology
(Ed Tech), Titie It

Promoting informed
Parental Choice and
Innovative Programs,
Title V, Carryover
(Formerly Title V1
Innovative Education
Program Strategies)

Language Instruction
for Limited English
Proficient and
Immigrant Students,
Title Hl (Carryover
Provision)

Class-Size Reduction
Program VI (2001-02
Carryover Only)

improving Teacher
Quality

Even Start Family
Literacy

Comprehensive
School Reform Grant

Adult Education

$ 0

8,303,257

TBD?

34,800,000

2,786,552

3,437,389

4,111,114

240

243

248

252

254

256

257

259

261
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Federally Funded Programs
{Listed by Revenue Code)

Revenue 2002-03 Page
Code Subfund Federal Program Award Estimates Number

4510 203 Individuals with $ 98,231,807 266
Disabilities Education
Act (IDEA) (Carryover
Provision)

4520 205 Preschool Grants 6,514,534 271
(Carryover Provision)

4800/4991 . 600 School Food Service 135,000,000 273
Programs (USDA
Reimbursements and
Commodities)
(Carryover Provision)

4920 209 Drug and Violence 4,536,562 277
Prevention Program
(Title IV, 21% Century
Schools)

4922 244 Eisenhower 4,344,148 280
Professional
Development
Program, Title !l
(Carryover Provision)
4940 245 Statewide Systemic 1,182,000 283
Initiatives (NSF
Federal Grants for
Mathematics and
Science Hubs)

4950 266 School Renovation, 14,515,953 285
IDEA, and Technology
(RIT) Grants

4951 266 Renovation jAD 286

4952 266 IDEA ‘ AP 286

208
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k Federally Funded Programs
(Listed by Revenue Code)

Revenue 2002-03 Page
Code Subfund Federal Program Award Estimates  Number
4953 266  Technology 3 AP 287 .
4995 248 CDC State and Local 50,000 288
Coordinated School
Health Programs
4996 249 Learn and Serve 500,000 290
America
4998 220 Before-/After-School 3,500,000 292
Day Care :
4999 - 200 AmeriCorps 1,500,000 294

8 To be determined.
° included in above allocation amount.

AN



119

RESUME’
William Singleton, Jr.

Jasper County Schools 53 Marsh Point Road
Post Office Box 848 Ridgeland, SC 29936
Ridgeland, SC 29936 (843) 726-8054

(843) 717-1101
CAREER OBJECTIVE: District Superintendent
PROFESSIONAL PREPARATION

Doctoral Degree in Educational Administration from South Carolina State
University, 1990.

Post Master’s work at the University of South Carolina, Clemson
University, Columbia College and Cornell University for social studies
teacher, reading supervisor, and high school principal, 1978-1981.

Masters of Education degree in Social Work Administation — State
University of New York at Buffalo, New York, 1974.

Bachelors of Science degree in Social Work — State University of New
York at Buffalo, New York, 1972.

PROFESSIONAL EXPERIENCE

1999 — Present Superintendent of Schools, Jasper County Schoo! District.
Administers as Chief School Executive, the development
and maintenance of a positive educational program
designed to meet the needs of the community and to carry
out the policies of the Board.

1998 -1999 Interim Superintendent, Jasper County School District.
Assume all responsibilities of the Chief Administrative

Officer of the district.

1997 — 1999 Director of Operations, Jasper County School District.
Directed the operation of entire Transportation Program,
Food Service Program and Maintenance Program.
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1995 - 1997

1993 - 1985

1986 — 1993

1983 - 1986

1980 — 1983

1978 - 1980

1974 - 1978

120

Senior Associate - Curriculum Programs,

Jasper County School District.

Duties includes Curriculum Development, Grant Writing,
Federal Programs, Human Resources and evaluation
of Curriculum Programs’ Personnel.

Coordinator Chapter | and Vocational Education,
Jasper County School District.

Responsible for developing the proposal, budget,
monitoring the programs, and evaluation design.

Principal, Jasper County High School, a rural high school

of approximately 750 students and siaff members in
Jasper County with responsibilities for planning,
development, and coordination of the instructional
program, management of facilities, staff selection,
development of positive parent and community relations.

Principal, West Hardeeville High School. A rural high
school of approximately 550 students and staff members in
Jasper County with responsibilities for planning,
development, and coordination of the instructional
program, management of facilities, staff selection, staff
development, and evaluation of staff, administration of
activity budgets, and development of positive parent and
community relations.

Supervisor of Chapter | Reading and Mathematics, for

rural Jasper County with responsibilities for upgrading
and restructuring the reading and math programs for the
school district, and conduct teachers’ evaluations.

Assistant Principal, West Hardeevilie High School with
responsibilities for coordination and leadership of student
activities and discipline. Also, responsibilities for observation
of teachers within the district using the state evaluation
systems.

Director of Adult and Community Education.
Developed and monitored budget for various programs,
seek community, state and national funding sources,
coordinate and supervise the Adult Education program
and staff.
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Page Three

1972 - 1974 Community Creativity internship, State University of N.Y.,
in Buffalo, New York.
Worked with children from 4-16 years of age, with mental
disorders or disabling conditions.

PROFESSIONAL INVOLVEMENTS (Partial List)
= National Association of Secondary School Principals
= South Carolina Association of School Administrators
= South Carolina Vocational Education Directors Association and
South Carolina of Allied School Administrators.

Jasper County School District
= Fort Howard Scholarship Commitiee
= Daisy Taylor Scholarship Committee
= Hampton/Jasper Scholarship Committee
=  Principal Evaluation Committee

Other Professional Memberships
» Association of Supervision and Curriculum Development
= Association of Community Educators
= South Carolina Association of Black Educators

Community Involvements (Partial List)

» Lowcountry Alcohol and Drug Commission, Chairman
Beaufort/Jasper Comprehensive Health Advisory, Board Member
Beaufort/Jasper CAA Comprehensive manpower, Program Council
Jasper County High School Booster Club, Member
Lowcountry Historical Preservation Committee, Member
George Gardner VFW Post 8559, Quartermaster
Jasper County Election Commission, Chairman
Lowcountry Human Development Board, Member
Zion Oak Grove Baptist Church, Chairman Deacon

South Carolina Credentials

= Professional Certificate (#120803)
Social Studies Teacher
Principal High School
Supervisor High School
Superintendent

Military Services
U.S. Army, SP/4 ~ 1964 - 1966

REFERENCES
Current references will be furnished upon request.
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Mr. WALDEN. Let me call the Subcommittee on Oversight and In-
vestigations back to order, and we now have our third panel ready
to go, including our witness by video. We have Mr. Charles Tafoya,
superintendent, El Paso Independent School District; Ms. Sharon
Foster, technology information systems director; Mr. Ruben
Bohuchot—did I say that right—chief technology officer, associate
superintendent, Dallas Independent School District; Ms. Paula
Glogovac, former E-rate consultant to Sun Microsystems; Mr. Na-
thaniel Hawthorne, general counsel, Alpha Telecommunications,
Incorporated; Mr. Christopher G. Caine, vice president, Govern-
ment Programs for IBM, accompanied by Mr. Mike Pratt.

And you are aware the committee is holding an investigative
hearing and when doing so has had the practice of taking testi-
mony under oath. Do you have any objection to testifying under
oath? Let the record show they all indicated no.

The Chair then advises you that under the rules of the House
and the rules of the committee you are entitled to be advised by
counsel. Do you desire to be advised by counsel during your testi-
mony? Mr. Bohuchot, the answer is yes and could you identify your
counsel, please, or have your counsel come up to one of the micro-
phones? Please make sure it is turned on. It is not

MS. JALLOH. I am sorry, my name is Joni Jalloh. I am an attor-
ney for Dallas ISD here with Mr. Bohuchot.

Mr. WALDEN. Okay. Thank you. Ms. Foster, do you wish to be
represented by counsel?

Ms. FOSTER. Yes.

Mr. WALDEN. And your counsel, please identify yourself, sir.

Mr. PINE. Clyde Pine on behalf of Ysleta Independent School Dis-
trict.

Mr. WALDEN. Okay. And let’s see, Ms. Glogovac?

Ms. GLOGOVAC. No.

Mr. WALDEN. Do not wish to be represented by counsel. Mr.
Hawthorne?

Mr. HAWTHORNE. No.

Mr. WALDEN. The answer is no. Mr. Caine?

Mr. CAINE. Yes.

Mr. WALDEN. And your counsel, sir?

Mr. CAINE. Biz van Gelder.

Mr. WALDEN. Sorry, could you say that again?

Mr. CAINE. Ms. Biz van Gelder.

Mr. WALDEN. Thank you. And Mr. Pratt?

Mr. PrRATT. It would be the same.

Mr. WALDEN. Okay. And let’s see, witness in the video is Mr.
Tafoya. Mr. Tafoya, do you wish to be represented by counsel?

Mr. TAFOYA. Yes.

Mr. WALDEN. And your counsel’s name?

Mr. SOFFI. Anthony Soffi.

Mr. WALDEN. Thank you, sir. In that case, let’s see, in that case,
if you would, the witnesses, rise and raise your right hand, I will
then swear you in.

[Witnesses sworn.]

Mr. WALDEN. Let the record show they all indicate, yes, they do.
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So you are now under oath, and you may now give a 5-minute
summary of your written statement. Mr. Tafoya, we are going to
start with you this afternoon.

TESTIMONY OF CHARLES TAFOYA, SUPERINTENDENT, EL
PASO INDEPENDENT SCHOOL DISTRICT; RUBEN BOHUCHOT
CHIEF TECHNOLOGY OFFICER, ASSOCIATE SUPER-
INTENDENT, DALLAS INDEPENDENT SCHOOL DISTRICT;
SHARON FOSTER, TECHNOLOGY INFORMATION SYSTEMS DI-
RECTOR, YSLETA INDEPENDANT SCHOOL DISTRICT; PAULA
GLOGOVAC, FORMER E-RATE CONSULTANT TO SUN MICRO-
SYSTEMS; NATHANIEL HAWTHORNE, GENERAL COUNSEL,
ALPHA TELECOMMUNICATIONS, INCORPORATED; AND
CHRISTOPHER G. CAINE, VICE PRESIDENT, GOVERNMENT
PROGRAMS, IBM, ACCOMPANIED BY MIKE PRATT

Mr. TAFOYA. Thank you. Mr. Chairman, thank you for the oppor-
tunity to speak with you today. As indicated earlier, my names is
Charles L. Tafoya. I am the superintendent of the El Paso Inde-
pendent School District and in that capacity I have decided to
present a short statement on behalf of the district for the hearing.
We also have provided you a much more detailed statement, which
is available, again, at your convenience.

Although I was not superintendent during most of the relevant
period, I have some familiarity with the program. The district is
the largest school district within the El Paso, Texas County in far
west Texas, along the border of New Mexico and Mexico. El Paso
is primarily an Hispanic city with a population of over 600,000 stu-
dents. The district is a poor school district—I am sorry, with over
600,000 residents, not students. The district is a poor school dis-
trict with many poor students. About 70 percent of the district’s
students are eligible for free and reduced lunches under Federal
law, though many of its schools have a much higher proportion.

As one can readily see, the district students are extremely poor
and in great need of benefits from the projects to be completed
using E-rate funding. Relatively few students within the district
have access to computers at home, much less access to educational
resources through the Internet. For many district students, the
school computers are the only computers to which they have access.
The digital divide is a major problem within the district, and, un-
fogtunately, many of its students are on the wrong side of that di-
vide.

The district has been a beneficiary of the E-Rate program since
its inception. In year 4 of the program, the district received an
award of approximately $65 million. That was a major grant, and
the district was ecstatic about it. The award was made several
months into year 4 and the district had less time than expected to
complete the projects. Those year 4 projects were a major under-
taking for the district. The district devoted significant financial and
manpower resources of its own to the projects. The projects were
timely completed and implemented by the district and the service
provider, IBM.

Principally, though, some special contract provisions with IBM—
I am sorry, principally through some special contract provisions
with IBM, the district was able to save money and was in fact able
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to return over $9.3 million from its funding while still completing
the projects.

The district sought E-rate funding again in year 5 of the program
but a significantly lower amount. That is the year in which prob-
lems with the program came to light in a major way. Unbeknownst
to the district, the Request for Proposal developed and used by the
district for year 4 was used as a model by school districts through-
out the country. At almost all of those other districts, IBM was the
successful vendor.

An issue arose as to whether that Request for Proposal was in
full compliance with program rules. The FCC ultimately concluded
that the RFP model was improper but acknowledged the ambiguity
of the rules and good faith of the districts. The district was, and
remains, adamant that its E-rate projects should be performed for
a fair price and with the best value for the dollar.

The district is responsible for its pro rata contribution in the
event of program funding for a project. The district contribution,
though, does not reflect all of the true costs that the district E-rate
awarded. Specifically, if a particular E-rate project is awarded pro-
gram funding, the district must not only contribute its pro rata
share but must also pay for the computers and other ineligible
hardware necessary to use the eligible services under the project,
for additional staff to handle installation and operation of the
project and for additional training in related areas to best utilize
the resources of the project.

In addition, the district feels strongly that technology and other
resources at its various schools is equitable. Consequently, the dis-
trict must pay for similar ineligible projects similar to an approved
project at schools ineligible for E-rate funding. Accordingly, the dis-
trict’s contribution in the event of program funding is actually
much greater than pro rata contribution.

The district is very thankful for E-rate funding that it has pre-
viously received. That funding has provided immeasurable benefits
to students of the district. The written statement addresses those
in more detail. By way of example, a major benefit of the program
funds for El Paso ISD teachers and students was acquisition of a
computer network and connectivity to and amongst campuses. An-
other residual benefit is exactly being realized as I speak to you
through the ability to have been connected to the El Paso Commu-
nity College from where this broadcast is being projected. The net-
work required cabling and wiring in schools and provision of spe-
cialized network electronics. Using program funds, in combination
with the district’s own resources, the network was installed and
implemented. One cannot over emphasize the point that, without
program funds, it would have taken many, many years for the dis-
trict to create and complete such a network across the district. In-
deed, due to the time delays that would have been involved, the at-
tendant issues of obsolescence in the meantime, it is indeed ques-
tionable if the network would have ever been fully completed and
compatible.

The district believes that its experience in this regard has been
shared by many school districts across the country. The primary
benefit from the program was high-speed Internet access. The
funding not only allowed many more students to gain access to the
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Internet, it also committed our students to expand their edu-
cational experience. E-rating funding has permitted the district to
complete needed projects in the technology area in an effort to pro-
vide its students with an enhanced opportunity for success in the
future. To be clear, through program funds, the district did not
seek to achieve and did not achieve a technology advantage over
other school districts. Instead, the district sought to use such fund-
ing to catch up to other districts.

Although thankful for the funding from the program, the district
has experienced frustration with the program as more fully out-
lined in the written statement. These frustrations primarily involve
ambiguities in the rules and the length of delays in making
awards, which make it difficult for school districts to properly han-
dle technology projects. The district has learned a number of les-
sons from the program participation. These lessons learned are
likely to apply to many other school districts. The written state-
ment addresses those in greater detail.

I did want to briefly focus on a few of those related to the issues
of preparedness and commitment. A district seeking E-rate funds
needs to ensure that it has properly planned for the projects, is
ready to manage the installation and completion of the projects and
is prepared to manage the actual usage of the projects, after com-
pletion. Each of these steps takes a major commitment by the dis-
trict. For instance, beyond the technology plan required under the
program, a school district needs to do a comprehensive review and
analysis of its education needs, various technology solutions to
meet those needs, compatibility and structure issues as well as sus-
tainability issues. Merely getting the latest and the greatest sys-
tem may not be appropriate if it is not compatible with existing
technology, it does not meet the actual and structural needs or can-
not be sustained in the future.

Moreover, in order to ensure that E-rate projects actually have
a direct positive effect in the classroom, a school district should ex-
pect to spend substantial sums on teacher training, staff, and
again, preparedness; equipment and other ineligible items under E-
rate. In short, a program participant, in order to fully enjoy the
benefits of program projects, should make a greater commitment of
its own staff, money and other resources in determining its tech-
nology needs, preparing and designing projects, overseeing and su-
pervising project installation and ensuring implementation of the
projects.

We believe that the district acted reasonably, in good faith, with-
in legal guidelines. Although its efforts were good, the district be-
lieves there was room for improvement. It is working to address
those issues. The district believes that the E-Rate program is a
good program and should be retained. Some reforms, though, are
needed. The written statement discusses those in more detail as
well.

The district believes, in conclusion, that notwithstanding the
problems, the program has been very successful in bringing much
needed technology to school districts across the country. Such tech-
nology has brought great benefits to the students involved. Thank
you, Mr. Chairman.

[The prepared statement of Charles Tafoya follows:]
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PREPARED STATEMENT OF CHARLES TAFOYA, SUPERINTENDENT, EL PASO
INDEPENDENT SCHOOL DISTRICT

INTRODUCTION

Mr. Chairman, thank you for the opportunity to speak to you this morning. My
name is Charles Tafoya. I am the Superintendent of the El Paso Independent School
District (“E1 Paso 1.S.D.”), T have been asked to provide this statement on behalf
of El Paso I.S.D. for this hearing of the House Energy and Commerce Committee’s
Subcommittee on Oversight and Investigations entitled “Problems with the E-Rate
Program: Waste, Fraud, and Abuse Concerns in the Wiring of Our Nation’s Schools
to Internet”.

El Paso 1.S.D. welcomes the Subcommittee’s interest in the E-Rate Program (the
“Program” or “E-Rate”) of the Federal Communications Commission (the “FCC”),
and administered by its Schools & Libraries Division (the “SLD”) and the Universal
Service Administrative Company (“USAC”), and believes that Congressional hear-
ings reviewing the Program’s good points and bad points are overdue. Such a review
should generally be done with any federal program on a periodic basis. On the other
hand, we admittedly would have preferred that El Paso I.S.D.’s own participation
in the Program not be a focus of this Subcommittee’s review.

Although I was not Superintendent at El Paso 1.S.D. during the most of the rel-
evant periods discussed below [becoming interim Superintendent during 2002, and
Superintendent in January 2003], I am or have become familiar with El Paso
1.S.D.’s participation in the Program.

I have attached a statement from the El Paso 1.S.D. website describing my back-
ground, as well as a copy of my curriculum vitae.

The final page of this written statement includes one-page summary of the major
points of this written statement.

I also intend to present an oral presentation of five minutes or less at the hearing.
Due to the time limitations for such presentation, as well as for my answers to ques-
tions from members of the Committee, and the consequent inability to provide de-
tailed, properly nuanced and articulated presentations and responses, my oral testi-
mony at the hearing is and will be subject to, and qualified, supplemented, and
clarified by, this written statement.

BACKGROUND OF THE EL PASO COMMUNITY

Before proceeding further, it is important for you to understand the circumstances
which El Paso 1.S.D. faces in its daily efforts to educate and prepare its students
for the future.

El Paso I.S.D. is the largest school district within El Paso County, Texas. Its
school boundaries encompass much of the City of El Paso. El Paso is located at the
far western end of Texas, wedged between Mexico and New Mexico. In fact, El Paso
is so far west in Texas, that it is actually closer to Los Angeles than the eastern
border of Texas. It is also said that Texarkana is closer to Chicago than El Paso.

El Paso is located in the Chihuahuan desert, with the Franklin Mountains [being
the southern end of the Rocky Mountains in the United States] bisecting the city.
The Rio Grande river flows south through a portion of El Paso, and then becomes
the border with New Mexico, and ultimately becomes the border with Mexico [which
river border continues to the Gulf of Mexico].

The El Paso community enjoys a long history. Although the first Spanish arrived
in the area in the late 1500’s [including what is asserted to be the first Thanks-
giving ceremony in North America in 1598 by Juan de Onate and his colonists], the
original Spanish settlements in El Paso were not established until the 1680’s.

The population of El Paso County is approximately 680,000. The city of Cuidad
Juarez, Mexico borders El Paso. Cuidad Juarez has a population believed to be from
1,000,000 to 1,500,000 persons. To be clear, unlike the San Diego-Tijuana border
area, El Paso and Juarez are actually physically next to each other, separated only
by the Rio Grande. The bridges across the Rio Grande handle northbound [i.e. into
El Paso] traffic of about 15,000,000 vehicles and 9,000,000 pedestrians per year.

Demographically, El Paso is a primarily Hispanic city. It is believed to have the
largest proportion of Hispanics in its population amongst cities over 500,000 in the
country. Approximately 78% of its population is described as Hispanic according to
census records. About 17% of its population is non-Hispanic whites, with Asian-
f\mericans and African-Americans constituting only small portions of the popu-

ation.

El Paso I.S.D. is a poor school district with many poor students, and each have
many needs, especially in the technology area. About 70% of El Paso I.S.D.’s stu-
dents are eligible for “free and reduced lunches” under federal law, though many
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of its schools have a much higher proportion. Indeed, at close to two-third’s of El
Paso 1.S.D.’s schools, more than 90% of the students are eligible for “free and re-
duced lunches”. The 2000 Profile of Selected Economic Characteristics issued by the
United States Census Bureau estimates the per capita income for 1999 in the El
Paso, Texas area at $14,388 per year. For comparison, according to the same survey,
the annual per capita income for 1999 in the United States was $21,587, for the
State of Texas was $19,617, and for the Washington D.C. area was $28,659.

As one can readily see, El Paso I.S.D. students are extremely poor, and in great
need of the benefits from the projects to be completed using E-Rate funding. Rel-
atively few students within El Paso 1.S.D. have access to computers at home, much
less access to educational resources through the Internet. For many El Paso 1.S.D.
students, the school computers are the only computers to which they have access.
The “digital divide” is a major problem within El Paso I1.S.D., and unfortunately
many of its students are on the wrong side of the divide.

EL PASO L.S.D.’S HISTORY WITH E-RATE PROGRAM

The rules and objectives of the Program have changed over time. Initially, the
Program appeared to be used primarily for reimbursement of school districts for
telecommunication expenses. Later, cabling for computer networks became popular
under the Program. More recently, E-Rate funding for other sorts of so-called inter-
nal connections have been commonly sought. The problems with the Program that
prompted these Subcommittee’s hearings appear to have involved this final cat-
egory.

El Paso 1.S.D. has been a beneficiary of the Program since its inception. In Year
1 of the Program !1, El Paso I.S.D. sought funding for telecommunications and inter-
nal connections, and received an award of $2,669,822 from the SLD. For Year 2 of
the Program, El Paso I.S.D. was granted funding of $6,463,713 for telecommuni-
cations, internal access, and internal connection. In Year 3 of the Program, El Paso
1.S.D. received $1,422,392 in funding for telecommunications, internal access, and
internal connection. El Paso I1.8.D. was awarded $65,683,831 in E-Rate funding in
Year 4 of the Program, for a variety of telecommunications, internal access, and in-
ternal connections projects. El Paso 1.S.D.’s request for Year 5 E-Rate funding of
$46,094,835 was denied by the SLD. Upon appeal, in light of confusion over Pro-
gram rules, in December 2003, the FCC permitted El Paso 1.S.D. and a few other
districts to re-submit funding applications for Year 5. That has been done, and such
new application is now pending for $1,433,932. El Paso 1.S.D.’s funding request in
Year 6 of the Program for $10,352,203, for both telecommunications, internal access,
and some internal connections, was unexpectedly denied by the SLD on an alleged
technicality. El Paso 1.S.D. strongly disputes that contention and has appealed the
SLD’s decision to the FCC. Looking closely at those circumstances, one cannot help
but wonder whether retaliation against El Paso I.S.D. played a part in that denial.
That appeal is still pending. El Paso I.S.D. has also recently filed for funding under
Year 7 of the Program. $2,598,600 has been sought, in connection with tele-
communications, high speed fiber network, and internal connection projects in Year

"The eligible campuses at El Paso I.S.D. under the Program currently consists of
3 high schools, 3 auxiliary campuses, 7 middle school campuses and 39 elementary
school campuses, for a total of 52 campuses.

EL PASO L.S.D.’S PARTICIPATION IN YEAR 4 OF THE PROJECT

Since El Paso 1.S.D.’s participation in Year 4 of the Program unexpectedly and
unintentionally appears to have been a catalyst to problems nationwide in the sub-
sequent funding year, further review of such participation [as well as that of Year
5] is in order.

To better understand the E-Rate funding process, an applicant must comply with
the following steps in order to be considered to have a complete application about
which a funding decision may be made: (1) the applicant must develop a technology
plan; (2) the applicant must file with the SLD a Form 470, describing the goods and
services it wishes to procure in accordance with its technology plan; (3) the SLD
then posts the Form 470 on its website, so that vendors interested in providing such
goods or services can contact the applicant, make a bid, and seek to become the pro-
vider of the same; (4) to the extent that state or local procurement laws apply to
the applicant, the applicant must comply with those laws, such as by issuance of

I The nomenclature for the funding years in the Program has changed from “Year 6”, etc. to
“Year 2003-2004”, etc. This statement will generally use the former terminology, for conven-
ience.
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competitive bid requests or requests for proposal; (5) the applicant reviews bids and
responses from interested vendors, under the Form 470 process and/or state or local
procurement laws; (6) the applicant must wait at least 28 days after filing of the
Form 470 in order to contract with a particular vendor, so that sufficient time is
permitted for vendors to respond or make bids; (7) the applicant selects the success-
ful vendor to provide the goods and/or services under the Form 470; (8) the appli-
cant enters into a contract with the successful vendor; (9) the applicant files a Form
471 with the SLD, in which it names the successful vendor as the “service provider”,
using the vendor’s unique “service provider identification number” or “SPIN”, for the
goods and/or services under the Form 470; and (10) the applicant then awaits any
decision by the SLD as to whether or not funding will be granted, and in what
amount, under the Form 471. If the SLD awards a grant of Program funds to an
applicant, the applicant must then file a Form 486, accepting such grant. Each ap-
plicant also is required, under Program rules, to pay a proportion of the charges
[often 10% or so] from the service provider, as a condition of participation.

During each year of the Program, El Paso I.S.D. has had a longstanding tech-
nology plan, as modified from time to time (the “Technology Plan”), upon which its
Program participation has been based. In other words, El Paso 1.S.D. has sought
E-Rate funding for projects consistent with its Technology Plan. Importantly, El
Paso 1.S.D. has not relied and does not rely solely on E-Rate funding to satisfy the
goals of the Technology Plan, instead using its own funds and other sources as
available. The E-Rate funding, however, has essentially permitted El Paso 1.S.D. to
accelerate the timetables for completion of such projects, thereby providing the bene-
fits of technology for more students.

In December 2000, El Paso I.S.D. posted a Form 470 for Year 4 of the Program
(the “Year 4 Form 470”), in accordance with Program requirements. The Year 4
Form 470 was posted through the SLD web-site. A hard-copy of the Year 4 Form
470 was signed by El Paso 1.S.D. and forwarded to the SLD.

In December 2000, E1 Paso 1.S.D. also issued its Request for Proposal No. 101-
00 entitled “Strategic Technology Solution Provider” (the “Request for Proposal”).
The first page of the Request for Proposal stated in relevant part as follows:

...This Strategic Technology Partnership agreement will include, but not be
limited to, E-rate funded projects. The selected vendor should be prepared to as-
sist the District with all aspects of the E-rate process and should demonstrate
knowledge and experience in dealing with E-rate funded projects. All E-rate ap-
plications will be submitted using the successor bidder’s single SPIN number.
Vendors must provide their SPIN number as part of their response...

The Request for Proposal sought a vendor to provide integrated provision of goods
and services for El Paso 1.S.D.’s proposed E-Rate projects. This was somehow dif-
ferent than what El Paso I1.S.D. had done in prior years. Due to part to the loss
of personnel experienced with the Program, more outside assistance from the vendor
appeared to be beneficial to El Paso I.S.D. Utilization of outside expertise is not in-
appropriate, especially in the area of technology.

It is unrealistic to expect school districts to have in-house expertise to understand,
plan, and identify the specific plans, specifications, and other details of projects of
seeking funding. Districts rarely have expertise to do so. The districts generally un-
derstand only what projects need to be done and the basic scope and outline of those
projects, but do not often know ahead of time the particular plans and specifications
for those projects [especially in the technology area where new technologies and
techniques come into play very quickly]. This is a very complicated field, and hard
for a district to keep track of state-of-the-art goods and services. If a district tried
to design a technology project completely on its own, including all plans and speci-
fications, it would not necessarily design the most cost-effective project, and its de-
sign would likely include inefficiencies, waste, and obsolete items. Accordingly, it
makes sense for a district to seek systems integration expertise from a third party.

By way of example, one should keep in mind the analogy of an individual building
an addition to a house. In theory, a person could build the addition himself, but that
is very rare indeed since individuals almost never have the necessary expertise and
experience to do so. Instead, individuals generally do have in mind their basic needs
and desires for the addition [no. of bedrooms, no. of baths, approx. square footage,
one or two-story, exterior facing, style, etc.], but do not know all of the details [depth
of foundation slab, location of plumbing and electrical conduit, framing details and
techniques, etc.]. In addition, the homeowner generally does not know exactly how
the framing, plumbing, HVAC, electrical, and other systems of the addition can be
made compatible with those in the existing portion of the house. Of course, the
homeowner rarely creates the blueprints on his/her own. The homeowner instead
generally retains an architect and/or a homebuilder to prepare the blueprints, based
upon the homeowner’s basic needs and desires. Those blueprints are not completed,
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however, by the architect/contractor without significant input from the homeowner.
The homeowner usually reviews those plans and specifications with the architect/
contractor and suggests many changes. In that regard, price is an important consid-
eration, and changes are made to the blueprints accordingly. The price of the project
is negotiated between the parties. The homeowner retains final control over the
plans and specifications, and the price, especially since the homeowner has the right
to end negotiations and seek a new builder, if necessary. As applied to the Program,
the homeowner is akin to a district seeking Program funding, the addition is akin
to the new projects desired to the existing technology at the district, the home-
owner’s basic needs and desires of the homeowner are akin to the technology plan
adopted by district seeking Program funding, the plans and specifications as set
forth in the blueprints are akin to the details contained in the Form 471 filed by
such district, and the architect and contractor are akin to the service provider for
the district. Consequently, this “general contractor” approach seemed reasonable to
El Paso 1.S.D. when adopted through the Request for Proposal.

The Request for Proposal was prepared by an El Paso I.S.D. employee, based upon
review of similar bid documents prepared by other school districts nationally as well
as substantial drafting on his own. Importantly, it was not prepared by any vendor,
and not based upon draft documents provided by any vendor.

The Request for Proposal was noticed by El Paso I.S.D. in newspaper notices, and
placed upon its web-site. El Paso 1.S.D. provided copies of its Request for Proposal
to eleven different companies who requested a copy, not all ones who ultimately bid.

The deadline for submitting responses to the Request for Proposal was December
19, 2000, and responses were thereafter opened. Eight vendors [IBM, Amherst Com-
puter, Diversified Technical Services, Kent Data Communications, ESEI, South-
western Bell, Time Warner Cable, and Cervantes CC] responded to the Request for
Proposal in some form or fashion. The Year 4 470 did not generate any responses,
in and of itself.

An evaluation committee composed of El Paso I.S.D. Technology and Finance De-
partment officials reviewed the responses and recommended IBM to the Board of
Trustees of El Paso I.S.D. At a Board meeting on January 9, 2001, the Board of
Trustees of El Paso 1.S.D. selected IBM as the putative awardee under the Request
for Proposal, and thus, if a final contract [including pricing] was successfully nego-
tiated and finalized, as the service provider for the El Paso I.S.D. projects for which
a Funding Year 2001 application was to be made.

Thereafter, IBM and El Paso I.S.D. entered into an IBM Customer Agreement
dated as of January 2001, with incorporated Statements of Work dated January
2001, as well as an Addendum to Customer Agreement for January 2001 SOWs (col-
lectively, the “Year 4 Contract”). The Year 4 Contract had a one-year term, with
an option by El Paso 1.S.D. to renew for two additional one-year terms. The State-
ments of Work included with the Year 4 Contract outlined in detail the projects to
be completed under the Program.

Importantly, the Year 4 Contract contained special provisions whereby El Paso
1.S.D. retained the right to select the ultimate providers of many services and prod-
ucts, through use of procurement requirements of Texas state-law (the “Special Pro-
curement Provisions”). The Special Procurement Provisions are found within the Ad-
dendum to the Year 4 Contract. In this way, El Paso 1.S.D. intended to minimize
the costs for such services and products, and thereby minimize the amounts of Pro-
gram funding, and thus El Paso 1.S.D.’s pro rata contribution, ultimately required
to perform the desired E-Rate projects. El Paso 1.S.D. insisted upon such terms, and
after challenging negotiations, was able to obtain IBM’s consent to the same. It is
El Paso 1.S.D.’s understanding that it was the only district nationwide during Year
4 of the Program to obtain such special protection provisions from IBM, and one of
only two [the other being a sister district in El Paso County aware of such contract
terms] nationwide obtaining such provisions from IBM during Year 5 of the Pro-

gram.

El Paso I.S.D. then filed a Form 471 for Year 4 of the Program (the “Year 4 Form
471”) with the SLD, as required.

El Paso 1.S.D. later received a substantial award of funding from the SLD for
Year 4 of the Program for IC/IA Services and Telco Services. El Paso 1.S.D. accepted
such funding, and the projects thereunder have been completed. This award was
dated September 28, 2001, for the Year 4 funding year beginning July 1, 2001. As
one can see, the award was not received until well after the beginning of the fund-
ing year in question.

Upon receipt of such award, El Paso 1.S.D. recognized that, due to the SLD’s
delays in making the grant, it had less time than originally anticipated to complete
the desired E-Rate projects. El Paso 1.S.D. took a variety of internal steps to man-
age the construction of those projects, including retention of a consultant to act as
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overall project manager, looking out for El Paso 1.S.D.’s interests, as well as a com-
mitment [often called upon] by its Board of Trustees to hold special meetings or take
additional efforts to take the necessary Board actions to complete the projects on
a timely basis. El Paso 1.S5.D.’s Board of Trustees also made a substantial financial
commitment from the limited reserves of the District, to pay for its required share
of Program costs.

Ultimately, El Paso 1.S.D. was able to complete the Year 4 projects on a timely
basis. Through use of the Special Procurement Provisions, El Paso 1.S.D. was also
able to achieve costs savings and was able to essentially return significant funding
to SLD that was not needed to complete the projects in question. Through the Spe-
cial Procurement Provisions, the pricing was capped at those set in the Form 471s,
but El Paso 1.S.D. had the opportunity to obtain any better pricing later by the se-
lection of subcontractors and/or suppliers through separate, later competitive pro-
curement. With that better pricing, El Paso 1.S.D. hoped to achieve additional sav-
ings. In fact, due in large part to the special procurement provisions of the Year
4 Contract, and otherwise due to its intent to ensure that its projects were limited
to critical needs, El Paso I.S.D. ultimately did not need to spend, and returned, over
$9.3 million from its Year 4 Program funding. In essence, El Paso 1.S.D. obtained
desired and requested goods and services for a much lower price, and thus achieve
“more bang for the buck” as it intended. This conduct demonstrated El Paso I.S.D.’s
continued commitment to avoid fraud, waste, and abuse in pricing, both for its own
benefit and the Program itself.

El Paso 1.S.D. was and remains adamant that its E-Rate projects should be per-
formed for a fair price, and with the most “bang for the buck”. El Paso I.S.D. is also
very concerned about sustainability of its technology projects for the long-term, and,
since Program funding from year to year cannot be guaranteed, El Paso I.S.D. needs
to ensure that any Project can be sustained without Program funding in the future.
Although El Paso 1.S.D. sought to meet such goal with respect to all E-Rate projects,
in 20-20 hindsight, it feels that, due to ambiguities in and misunderstanding of Pro-
gram rules, the so-called “Help Desk” portion of the maintenance statement of work
fh(}] not prove to be sustainable [contrary to El Paso I.S.D.’s original intent and be-
ief].

It is important to remember that El Paso I.S.D. is responsible for its pro rata con-
tribution in the event of Program funding for a project. In the case of Year 4 fund-
ing, it alone represented a major financial commitment from El Paso 1.S.D. That di-
rect contribution, though, does not reflect all of the true costs to El Paso 1.S.D. of
Program funding. Specifically, if a particular E-Rate project is awarded Program
funding, El Paso I.S.D. must not only contribute its pro rata share, but must also
pay for the computers or other ineligible hardware necessary to use the eligible
services under the project, for additional staff to handle installation and operation
of the project, and for additional training [not otherwise eligible] in related areas
to best utilize the resources of the project. In addition, El Paso 1.S.D. feels strongly
that technology and other resources at its various schools be equitable; con-
sequently, El Paso I1.S.D. must pay for similar, ineligible projects, similar to an ap-
proved project, at other schools who are not granted Program funding due to a lower
“free and reduced lunch” level. In short, El Paso I.S.D. has to spend its own money
to ensure that each school, whether or not it received Program funding, has similar
resources. Accordingly, El Paso 1.S.D.’s contribution in the event of Program funding
is actually much greater than pro rata contribution. That alone is significant incen-
tive for El Paso 1.S.D. to seek cost-effective acquisition of the projects, which El Paso
1.S.D. has sought to do in each case.

EL PASO 1.8.D.’S PARTICIPATION UNDER YEAR 5 OF THE PROGRAM

Year 5 of the Program encountered many problems nationwide. In hindsight, it
appears that, based upon El Paso I.S.D.’s large award in Year 4, many districts
across the nation prepared requests for proposal for Year projects almost identical
to the Year 4 Request for Proposal of El Paso I.S.D. El Paso I.S.D. was unaware
of those circumstances. It did share a draft of the Request for Proposal with a sister
district in El Paso County, Texas, Ysleta Independent School District; staff of local
districts commonly share bid documents or similar materials in an effort to avoid
unnecessary duplication of efforts.

Frankly, El Paso 1.S.D. is somewhat upset that, without its knowledge or consent,
the so-called “El Paso model” was presumably pitched to other districts nationwide,
who ultimately selected a single vendor, resulting in what are now viewed by some
as abuses in the Program. That was not the intent of El Paso I.S.D., and it is very
concerned about being indirectly and unknowingly tied to such conduct.
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The nationwide problems with Year 5 of the Program also directly affected El
Paso I.S.D. For such Program year, El Paso I.S.D. filed a Form 470 for internal con-
nections and related services, as well as for telecommunications services.

With respect to those telecommunication services, El Paso I.S.D. acquired services
from AT&T for long-distance service and local telephone service. Section 44.031(b)(4)
of the Texas Education Code authorizes school districts to acquire goods or services
under the catalogue purchase system under Section 2157.001 et. seq. of the Texas
Government Code. Under this catalogue purchase program, the DIR [being a Texas
state agency] creates a list of approved statewide vendors for specified goods and
services, after a process involving review of different pricing factors, among others.
This process essentially forces interested vendors to offer specially discounted prices
on a statewide-basis, in order to be listed as an approved vendor, in order to be able
to make sales to local governments across the state. The DIR itself advises vendors
on its website:

DIR expects to receive the vendors’ best pricing, since all state agencies, cit-
ies, counties, and other local governments, public school districts, and public col-
leges and universities can buy through the DIR contracts. Based on the state’s
anticipated volume, vendors need to offer DIR deep discounts from their list
price. Those discounts must apply to all DIR customers, regardless of their size,
which means that a small agency would receive the same base discounts that
a large agency would receive, although entities buying large quantities should
be able to negotiate deeper discounts through the DIR contracts.

The catalogue purchasing program, under state law, supersedes any requirement for
a local district to perform a second competitive procurement [insofar as the DIR has
already done a competitive procurement previously]. AT&T was/is an approved ven-
dor on the DIR catalogue. The telecommunication services of AT&T as offered in the
DIR catalogue were tariffed services. El Paso 1.S.D. approved AT&T as the provider
of such services for Year 5 of the Program, based upon the procurement under the
DIR catalogue.

With respect to internal connections and related services for Year 5 of the Pro-
gram, after review and analysis by staff and approval by the Board of Trustees at
a meeting on January 8, 2002, El Paso 1.S.D. decided to renew its relationship with
IBM as service provider for Year 5. As noted above, El Paso I.S.D. posted a new
Form 470 for Year 5, though not required to do so under Program rules due to the
renewal. Nevertheless, E1 Paso 1.S.D. wanted to inquire as to any interest from
other possible vendors, in an effort to determine whether or not renewal was cost-
effective and should take place. No responses or inquiries were received by El Paso
1.S.D. from vendors to the 2002 Form 470 for IC/IA Services sufficient to convince
El Paso I.S.D. not to renew its existing contract with IBM; El Paso I.S.D. invited
further responses from any such inquiring vendor, but substantive information or
materials were not received on a timely basis, if at all. During an internal process,
El Paso 1.S.D. itself reduced the funding levels it would seek from the Program for
Year 5, due to El Paso 1.S.D.’s desire to reduce the scope of the projects thereunder.
Thereafter, El Paso 1.S.D., in consultation with IBM, finalized the specifications for
the specific goods and services necessary for completion of such internal connections
and related projects. The funding requested for such projects for Year 5 of the Pro-
gram represented a significant reduction in amounts as requested by El Paso 1.S.D.,
and as awarded by SLD, for Year 4.

After further negotiations with IBM, El Paso I.S.D. and IBM entered into State-
ments of Work dated January 2002, as well as an Addendum to Customer Agree-
ment for January 2002 SOWs (collectively, the “Year 5 Contract”). The Year 5 Con-
tract also contained similar Special Procurement Provisions. The Year 5 Contract
effectively represented the renewal and extension of the IBM Customer Agreement,
to cover Year 5 projects and new statements of work.

As noted above, funding for El Paso I1.S.D. under Year 5 of the Program was de-
nied by the SLD. Such denial was dated March 10, 2003, although Year 5 of the
Program actually began on July 1, 2002. In other words, El Paso 1.S.D. did not learn
of a decision on its Year 5 funding until about three months before Year 5 ended.

El Paso 1.S.D. appealed the decision of the SLD to FCC. By FCC Order 03-313
dated December 8, 2003 in Matter of Request for Review of the Decision of the Uni-
versal Service Administrator by Ysleta Independent School District, et. al., CC Dock-
et Nos. 96-45 and 97-21 (the “Ysleta Order”), the FCC effectively upheld the denial
of Year 5 funding, but granted a waiver of Program rules to permit El Paso 1.S.D.
and several other school districts to re-file its application for Year 5 funding under
certain conditions. El Paso I.S.D. believes that its Year 4 and Year 5 procurement
for a service provider under the Program complied with applicable state and federal
law. Nevertheless, the FCC effectively found that certain aspects of such procure-
ment did not comply with Program rules. On the other hand, the FCC implicitly



132

admitted that ambiguities and/or past course of dealing might have confused dis-
tricts as to such legal issues, and therefore permitted re-filing of the applications.
El Paso I.S.D. has done so, though its requested figure is much less than before,
due to reductions in market prices, obsolescence of several projects, and completion
of all or part of some projects using other resources, among other things. El Paso
1.S.D. still believed that its conduct was appropriate and not in violation of Program
rules. Nevertheless, in the circumstances El Paso 1.S.D. [as well as the other af-
fected districts] decided not to appeal the Ysleta order to the courts and to instead
take advantage of the FCC’s allowance of re-filing of the application at issue. The
relief permitted by the FCC’s ruling was an acceptable compromise in the district’s
view, and the time and expense of protracted litigation was not justified.

BENEFITS TO EL PASO I.S.D. STUDENTS FROM E-RATE FUNDING

El Paso I1.S.D. is very thankful for the E-Rate funding that it has previously re-
ceived. That funding has provided immeasurable benefits to students of El Paso
1.S.D. We believe it is important for Congress to recognize the wonderful things that
have been accomplished at the front lines of education, due to its funding of the Pro-
gram.

In Year 1 of the Program, the awarded Program funds allowed El Paso 1.S.D. to
provide 1,263 local long-distance service connections for telephones in El Paso I.S.D.
and provided high-speed Internet access to 2,479 computers at El Paso I.S.D. In ad-
dition, such funding allowed eligible campuses to have connections to the Internet
and provided structural cabling to all such campuses. With Year 2 Program funding,
El Paso 1.S.D. was able to continue to provide and supply high-speed Internet access
to all the EPISD campuses and to provide additional 1,800 local long-distance serv-
ice connections for telephones. El Paso I1.S.D. used Year 3 Program funding to con-
tinue to provide telecommunications services to EPISD’s telephones and high-speed
Internet access to computers. El Paso 1.S.D. also was able to obtain new telephone
connections for campuses, upgrade networks at all eligible campuses for new tele-
phone systems, and to install additional structural cabling to eligible campuses. El
Paso 1.S.D. was also able to procure network interface cards and upgrade network
switches for all eligible campuses. With Year 3 funding, El Paso I1.S.D. was in addi-
tion able to procure maintenance and hardware support services for network elec-
tronics. In Year 4 of the Program, El Paso 1.S.D.’s award was used to continue to
provide telecommunications and Internet access with El Paso 1.S.D.’s telephones
and computers. It also provided an entire redesigned of El Paso 1.S.D.’s computer
network. The wide area network became a dedicated fiber network as part of this
redesign. Structural cabling was also added to eligible campuses and horizontal
cable to all campuses was upgraded with enhanced category 5 cable. Fiber optic
lines were added to telecommunications lines at eligible campuses and network elec-
tronics were upgraded with switches and related components. El Paso 1.S.D. also re-
ceived a new email system for its employees. It also procured new application serv-
ice. The Year 4 funding also provided funding for virtual schooling, technology-in-
struction integration, and technology planning.

A major benefit of the Program funds for El Paso I.S.D’s teachers and students
was acquisition of a computer network and connectivity to and amongst campuses.
The network required cabling and wiring in schools and provision of specialized net-
work electronics. Using Program funds, in combination with its own resources, the
network was installed and implemented. One cannot over-emphasize the point that,
without Program funds, it would have taken many, many years for El Paso 1.S.D.
to create and complete such a network across the district. Indeed, due to the time
delays that would have been involved, and the attendant issues of obsolescence in
the meantime, it is indeed questionable that the network would have ever been fully
complete and compatible. El Paso I.S.D. believes that its experience in this regard
has been shared by many school districts across the country.

A related benefit from Program was high-speed Internet access. The prior Internet
access provided speed of 1.5 mps. Program funding permitted El Paso I.S.D. to pro-
vide such access both through installation of appropriate cabling and network elec-
tronics, as well as provision of Internet access services. There was a major problem
with campuses using the old system to do classroom work assignments through the
Internet or other network resources because it was too slow. Slow speed was due
to the saturation of T-1 line that had been providing service. Essentially, over time
classroom Internet usage rates increased significantly at El Paso I.S.D. and demand
on the system increased for that reason and due to increasing file sizes. The number
and size of files and presentations available for educational purposes also increased
significantly. In other words, more websites often had more large, video or multi-
media presentations available for review, as opposed to previous times. Using the
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old Internet access, it was difficult, if not impracticable, for El Paso 1.S.D. students
to fully utilize such educational resources. Importantly, due to the slowness of the
old system, it at times was difficult for students to even getting any access to the
Internet and many stopped trying to do so. The old system was causing a severe
detriment to the education of El Paso 1.S.D. students. It was no longer working and
El Paso 1.S.D. students were beginning to fall further behind other students in tech-
nology matters as a result. It is also important to realize that the Texas Essential
Knowledge in Skills requirements include technology as part of the required cur-
riculum for students in Texas. In addition, teacher evaluations are based upon their
use of technology. State-wide demands were also placing additional pressure upon
El Paso 1.S.D. to increase the use of technology. The old system was unable to meet
that challenge.

Fortunately, due to Program funding, this challenge was in fact met. In addition,
the funding not only allowed many more students to gain access to the Internet, it
also permitted such Internet experience to be reasonably practicable. Furthermore,
Program funding also included web and file service that permitted students to learn
high-tech skills involving developing websites and in sharing research. That was
something that could not have been done using the El Paso I.S.D. own resources.

El Paso 1.S.D. has also been pleased with the result from its acquisition of video
carts with Program funding. Indeed, El Paso I.S.D. since then has purchased many
more video carts, using its own resources, and is in process of acquiring more. El
Paso 1.S.D. is seeking to make sure that each campus has at least one such cart.
These specialized video carts allow up to eight interactive sessions to occur
simulteously. There are often used for video-conferencing whereby one teacher can
provide instruction to classes at multiple schools. It is also used to permit multiple
classrooms to have interactive sessions to hear and talk to distinguished visitors.
In essence, each cart allows broadcasting from a single site to other sites across the
district, as a form of distance learning. In addition, the El Paso 1.S.D. broadcast stu-
dio can provide broadcasts through the video carts to particular classrooms district-
wide. The video carts are very popular with both teachers and students and have
proven to be a great learning tool. They have allowed El Paso I.S.D. to share the
resources of better or specialized teachers with more students. It has had a dramatic
effect at the classroom level.

As you can see, E-Rate funding has permitted El Paso I.S.D. to complete needed
projects in the technology areas, in an effort to provide its students with a fair op-
portunity to succeed in the future. To be clear, through Program funds, El Paso
1.S.D. did not seek to achieve, and did not achieve, a technological advantage over
average school districts. Instead, the district sought to use such funding to catch up
to those other districts. Although El Paso I.S.D. has not been able to fully “bridge
the gap” in this regard, E-Rate funds have permitted it to at least come within
range of being able to do so. Without the Program funds, El Paso I.S.D. and simi-
larly-situated participants would technologically now be so far behind a typical
school district so that it could never expect to catch up as a practical matter.

El Paso 1.S.D. sought the Program funding to aid the eligible schools. Such fund-
ing, however, though has also provided incidental [and initially unintended] benefits
district-wide and throughout the El Paso community. By way of example, the net-
work advances achieved with Program funding also make it possible for El Paso
I1.S.D. to comply with certain of the Adequate Yearly Progress and No Child Left
Behind Act requirements. With the network, there also can be greater account-
ability at the campus level, better review of campus-level data and information, bet-
ter communication between central office and campuses, and greater sharing of re-
sources amongst campuses. In addition, due to the increased connectivity afforded
from E-Rate projects in combination with El Paso I.S.D.’s own resources, the district
was able to utilize distance-learning to reach students and parents for educational
programs. Using one such program, over 225 “virtual learning” students were able
to complete high school requirements and graduate from El Paso I.S.D. this year;
those young adults [principally from areas of eligible schools] would not otherwise
have received high school diplomas, with resultant detriment to their own lives and
those of their families, to the local economy, and to the local community. El Paso
1.S.D. has also developed the Orion project with the local university, community col-
lege, and others to provide dual enrollment as well as specialized training in No
Child Left Behind Act and other issues, for both students and teachers. The goal
is to create a county-wide educational network to provide educational growth, and
hopefully economic growth for the depressed local economy. Rather than